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2003 Financial Highlights

¢ Included in the S&P 500 Index,
reflecting our premier position in

the industrial real estate sector

© Grew total assets owned and
under management by over 13%,
to more than $11.7 billion, up from
$10.3 billion at the end of 2002

© Achieved total shareholder return
of 34.6%, including share price

appreciation and dividends

o Supported expansion of pan-European
operating platform with €637 million
($785 million) of private equity

commitments

¢ Provided equity for North American
growih with follow-on offerings by
Macgquarie Prologis Trust that raised

over $160 million in Australia

o Contributed over $800 million

o

C

o

of properties to ProLogis property
funds that, when combined with
acquisitions, increased assets in
the funds to $5.7 billion, up from
$4.6 billion in 2002

Grew ProlLogis' defined funds from
operations per share before certain
charges (FFO) to $2.41, from $2.39,
while diluted earnings per share
were $1.16, compared with $1.20
in 2002

Increased both management fees and
our share of funds from operations

from Prologis property funds by 28%

> Increased dividend for tenth con-

secutive year; Board set 2004 rate
at $1.46 per share
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Return on Equity Dividend Growth
(per share)

Total Revenues*
(in miftions)

Funds From QOperations*
{per share)

*Profected for 2004 *Before $0.24 (2001), $0.23
(2002) and $0.24 (2003)
in impairmant and preferred

redemption charges

*As calculated for funds
from operations
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Total Assets Owned
and Managed*
(in billions)

*Includes 100% of

assets of ProLogis’
unconsolidated investees



T our Shareholders

As you receive this report, we are
celebrating the tenth anniversary of
our March 1994 PO and listing on
the New York Stock Exchange. We
have accomplished much, establish-
ing our position as the world’s {eading
provider of distribution facilities. Our
inclusion in the S&P 500 Index in
2003 acknowledged the success of
our 725 ProlLogis associates as we
continue to expand the scale and
scope of our business worldwide.
Our performance in 2003 was
driven by strong growth in ProLogis
property funds, continued gains from
our Corporate Distribution Facilities
{CDF) business, a partial redemption
of our European property fund invest-
ment and appreciation in foreign
currencies. These positives were

partially offset by continued softness
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in operating property performance.
As a result, we achieved modest
growth in FFO and grew our dividend,
recording our tenth consecutive
annual increase in both measures
since going public. Total return to
shareholders in 2003, including
dividends, was 34.6%.

Demand for industrial space in
North America and Western Europe
was disappointing throughout much
of 2003 as customers, not yet con-
vinced of the recovery, were reluctant
to commit to expansion. Our operat-
ing property performance continued
to be fiat, with slight increases in
same-store occupancy offset by
negative rent growth. We expect
rent growth will remain elusive until
there is a sustained improvement

in market-wide occupancies.

K. Dane Brooksher (1)
Chairman and
Chief Executive Officer

Irving F. Lyons, IH (r)
Vice Chairman and
Chief Investment Officer

Global markets are beginning to
improve, and we are seeing meaning-
ful increases in leasing activity and
proposals for build-to-suit develop-
ment. Speculative development
remains in check across most of
our global markets. In fact, US
development completions and absorp-
tion were in balance at the end of
2003 for the first time in three years.
Increased leasing activity in North
America and Western Europe, contin-
ued strength in Central Europe and
Asia, and the recent surge in global
build-to-suit demand are strong indi-

cators of long-term growth.

Record CDF Pipeline

As the war and economic uncertainty
slowed demand in 2003, we reduced
inventory starts and focused more on
pre-leased development opportunities.
Of the 12.9 million square feet of CDF
leases signed during the year, more
than 7.2 million was for pre-ieased
facilities, representing 24 transac-
tions in 18 markets in 8 countries.
The benefit of our global platform is
the ability to shift capital to markets
where demand is strongest and our
customers need to be.

For the year, 30% of our CDF dis-
positions were to ProlLogis property
funds, increasing fund assets to over
$5.7 billion. This growth resulted in




a 28% increase in both fee income
and our share of FFO from funds over
last year. We entered 2004 with our
largest-ever global pipeline of more
than $1.6 billion of properties, rep-
resenting potential contributions to
our funds and supporting continued

growth in FFO and fee income.

Funds Attract Private Capital

to predict, As a result, we remain
cautious in our expectations for earn-
ings growth in 2004,

We have delivered solid results in
the last decade due to the strength
of our operating team, deep customer
relationships, unmatched market
presence in key logistics markets and
demonstrated ability to penetrate

existing markets. These same factors

During 2003, we secured another
€637 million ($785 million) of

third-party equity commitments for

will drive our growth when conditions
further improve and support our abil-

ity to deliver results in the decade

expansion of our European platform. to come. T N
While raising this capital, ProLogis Finally, having helped define the 1 N E . ;.;3 é
European Properties Fund investors company's vision, it is with mixed “ < > 3’: ; ;:g 1
expressed a desire to reduce their emotions that we will retire from our = o [ L ; ; D !
exposure to UK assets. We helped executive positions at the end of : T ‘\ | ! ﬂ i i '
accomplish this by arranging for the 2004. Through our active roles on L ‘ J J | i } ‘ | E
third-party sale of $320 million of the  the Board, we will continue to help ‘ i @ 53 & Bz o‘s‘ ol o2 oLz

Fund’s UK properties. The sale, and shape the direction of the company.

our subsequent redemption of equity,  You can be confident, given the deep

Total Square Feet Assets Under Total Market

. . . , Leased to Targeted Management in Prologis  Capitalization*
increased projected returns to the Fund  experience and talent of our senior Global Customers Property Funds (in billions)
{in millions) (in biltions}

investors, including ProLogis, and management team, that ProLogis will *mcludes ProLogis' share
of third-party debt of

unconsolidated investees

reduced our ownership in the Fund. continue to deliver sustained, long-

Timing was favorable, as repatriation  term growth while providing a secure,
of our investment captured the growing dividend. We thank you for
increased value at attractive foreign your support during our first decade
currency rates. This demonstrates the  of performance and look forward to
power of our unigue business model delivering on the possibilities that
to take advantage of opportunities to  are ahead.
re-deploy capital while maintaining

long-term stability and growth in

K. Dane Brooksher
Chairman and Chief Executive Officer

return on equity for our shareholders.

Gaining Momentum

Recent activity supports our confi-

dence in improving global economies, A//”M? 7%1@
although the timing of sustained

Irving F. Lyons, [II

improvement in operations is difficult  Vice Chasrman and Chief Investment Officer
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Vision, Discipline and Skill For

we have been executing, leveraging and refining
our unique business model to deliver real value to
ProLogis’ customers, shareholders and partners. Our
progress demonstrates the clarity of our vision, the
discipline of our investment strategy and the skill of
our people as we continue to build our position as
the world’s leading provider of distribution properties.
Our strategy is simple — leverage the strength of
relationships to serve customers with distribution
facility needs in multiple markets. Through the
ProlLogis Operating System, our unique customer
service approach, the people of ProLogis continue

to deliver on that vision around the globe.







A world of

performance

years is not a long time, but during that period we
taken a simple idea and executed it successfully.
expanded from $475 million of properties owned
riets in the western United States at IPO, to

‘ $ 1.6 billion of properties owned and under
managgmé T n 70 global markets in 14 countries on
three continents... andthahs;ust the beginni







From the start, we have operated with the notion that
providing distribution space is not just a local husiness;
our customers often need facilities in multiple markets.
Today, we continue to deliver superior customer service
globally through the ProLogis Operating System. Our
Market Services Group provides local expertise and day-
to-day customer response. Our Glohal Development Group
huilds facilities to meet hoth customer needs and market
demand. Our ProLogis Solutions Group provides consulting
services to help customers design efficient distribution
networks. And our Global Services Group develops rela-
tionships with large global users of facilities, bringing

together the resources of our other groups as needed.

Follow the Customer
It is more than a catchphrase for
Prologis — it is the driver behind our
significant growth and performance.
Our customers led us to Mexico in
1996, Europe in 1997, Japan in
2001 and, most recently, China.
Today, we have the largest, most geo-
graphically diverse portfolio of any
US public company in the indus-
trial real estate sector — over twice
as many square feet of distribution
space as the next-largest provider.
In North America, we have grown our
portfolio over tenfold and expanded
from 16 to 42 markets since our 1PO.
Today, nearly half of our portfolio is
in the 10 largest logistics markets,
allowing us to serve local as well
as national distribution needs. In

Europe, Prologis is the leading

8 PROLOGIS 2003

pan-European provider of distribu-
tion facilities, with operations in 11
countries. We continue to grow our
market-leading positions in France,
Poland, Italy, The Netherlands and
United Kingdom and are penetrating
key markets in Spain, Germany,
Central Europe and in the Nordic
countries. Growth in Japan continues
to be dramatic, due to our strong
global customer relationships and the
country’s lack of modern facilities.
Qur portfolio of existing and devel-
opment projects has grown to nearly
$700 miltion in just three years.
Over the last 10 years, we have
become the leading global provider
of distribution facilities in a highly
fragmented industry. We believe the
ProLogis Operating System allows
us to maintain our momentum and
further expand our share of our cus-
tomers' facility needs. The breadth
of our global facilities platform, exten-
sive land positions in key logistics
markets, strong development capabii-
ities and unigue distribution-related
services all support this goal. We
also are uniquely positioned through
ProLogis Solutions to help customers
optimize their distribution networks by
advising on the best locations, nego-
tiating local incentives, developing
facilities and designing and arranging
for the material handling equipment

used within the facilities.
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Top: Pictured at ProLogis Park Cranbury in
New Jersey are Kenneth Hagaman (1), direc-
tor of real estate for Anixter International, the
leading global distributor of wire, cable and
communications connectivity products, and
Bob Kritt, first vice president of ProLogis.

Bottom left: This spring, ProLogis will begin
construction in the Chicago market on a
458,000 square-foot facility for Anixter —
their largest US distribution center. It is
designed to generate operating efficien-
cies and allow Anixter to retain its highly
trained workforce.

Bottom right: To support its primary cus-
tomer - the construction industry — Anixter
has distribution facilities throughout the
United States. Since starting with a busld-
to-suit facility in Reno, we have expanded our
relationship with Anixter to nine markets.
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Top left: One of our first customers, FedEx
Corp., now has 11 facilities with ProlLogis
across the United States. These facilities
represent over 800,000 square feet of
distribution space and support their ground
package and express delivery services.
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Top right: We serve General Electric in 16
facilities in 14 markets, including a one mil-
lion square-foot facility ProLogis developed for
GE outside Baftimore in 2003. This facility
is used as GE'’s Consumer Products’ East
Coast distribution center.

Bottom: ProLogis Parc Tokyo, a multitenant,
575,000 square-foot facility, features inno-
vative circular truck ramps to provide direct
access to each floor. This unique design
suits customners, like Yamato Express, that
need to be close to Tokyo's business district.




Model Delivers Growth
Our financial model also starts with
the customer. Over 71% of leases
expiring in 2003 were renewed,
despite weak global market condi-
tions — our strongest retention in
six years. This reflects our customer
focus and supports higher occupancy
levels, lower turnover costs and
increased net operating income over
the long term. We remain disciplined
regarding capital investment, carefully
balancing the potential for occupancy
gains with appropriate leasing incen-
tives and property improvements. We
believe that controlling investment in
this manner over the long term will
allow us to increase same store net
operating income from our properties,
enhance financial performance and
maximize return on invested capital.
Our focus on returns created a
challenge — how to expand globally
alongside our customers, growing a
capital-intensive business in the most
capital-efficient manner. ProLogis’
business model and property fund
structure address this challenge,
altowing us to grow with little to
no additional public equity. First,
we raise third-party equity through
ProLogis property funds to which
we contribute our CDF properties.
Our CDF contributions generate
gains that we coinvest in our prop-
erty funds, resulting in ProLogis
retaining a targeted 10% to 25%

average ownership. This allows us to
recycle our initial investment in those
CDF properties into new development
and acquisitions. Because we con-
tinue to manage the properties under
long-term management agreements,
we recognize management fees in
addition to our proportionate share
of each fund’s earnings and are able
to continue to grow our customer
relationships. For example, Deutsche
Post was one of our first customers ‘
with 3 US facilities in 1994, today
they lease 28 facilities on 3 conti-
nents, 18 of which are held in funds.
In 2003, we were pleased to have
achieved a return on equity of 14.2%
and modest growth in FFO per share,
despite soft globa! market conditions.
Long term, we believe our integrated
business model will drive superior
performance, while supporting strong
returns on invested capital and annual
increases in net asset value per share.
In addition, we have one of the
strongest debt ratings in the sector.
Our dividend coverage is solid with
FFO of $2.41 per share and divi-
dends of $1.44 per share in 2003.
For the tenth consecutive year, our
board approved an increase in our
annual dividend, raising the 2004
level to $1.46 per share. Financially
and operationally, we have never
been in a better position to deliver
performance and take advantage

of the possibilities that lay ahead.
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Compound total annual
\_\ return to shareholders
since IP0

Annualized base
rents from targeted
global customers
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A world of

possibility




Global success requires the vision to see beyond current
opportunities and focus on the long term. In many global

markets, companies are just awakening to the need

for optimized distribution networks to better serve their

customers and reduce costs. With a lack of modern space

to help them accomplish their objectives, the field is

wide open and the possibilities are endless.




Around the globe, companies are focused on providing

timely product delivery for their customers by improving

the efficiency of their distribution networks while reducing

costs. In many parts of the world, the modern, functional

distribution space to support these logistics initiatives

does not exist. In countries with more established distri-

bution netwerks, companies are using speed to market to

gain competitive advantage, driving demand for optimally

located facilities. These situations create opportunities

for ProLogis to provide customers with the space they

need to ensure on-time delivery.

14

PROLOGIS 2003

Continuing Demand

The demand for distribution space
continues to track closely with eco-
nomic expansion. The need for supply
chain efficiency, once thought to
reduce overall space requirements,
has in fact driven growth in demand
for larger, well-located facilities.
Advances in technology, such as auto-
mated material handling equipment
and radio frequency identification
(RFID) product location systems, allow
customers to operate more efficiently
in facilities with greater clear heights
and larger floor plans - the type of
product that ProLogis delivers.

A recent study, undertaken by the
Supply Chain Management Research
Group at Ohio State University and
funded by the ProlLogis Research
Group, measured companies’ success

in improving inventory management

over a 23-year period. Turnover of
finished goods inventories did not
improve consistently due in part to
product proliferation — the increasing
variety of products, styles, flavors
and sizes. In addition, major global
retailers, such as Wal-Mart, are
requiring suppliers to adopt new
RFID protocols and hold higher
inventories to ensure products are
available when customers want them.
These pressures result in older facili-
ties becoming functionally obsolete,
thereby creating demand for ProlLogis
to develop new distribution space.
Companies are once again com-
mitting capital, and we believe that
demand for space will only accelerate
as global economies recover. Over
the next few years, we expect that
our global development program
will expand beyond historical levels.
QOur goal is to grow our share of
the development business in North
America, Europe and Asia by further
penetrating our existing markets,
increasing market share with our
customers and continuing to investi-
gate new market opportunities. Our
team continues to forge strong rela-
tionships with our targeted largest
global users of distribution space.
We believe these efforts will open
the door to a world of possibility in
2004 and beyond.



Top: Pictured are Steven Bogle (1), director
of North American distribution and trans-
portation for Bacou-Dalloz, and Jim White,
first vice president of ProLogis, in a 750,000
square-foot facility ProLogis is constructing
in Columbus that will house Bacou-Dalloz's
North American distribution center.

Bottom left: Through a series of mergers,
Paris-based Bacou-Dalloz has grown into
the world’s largest supplier of personal pro-
tective equipment, In Columbus, they will
consolidate several disparate supply chains
into one optimized distribution network —
a one-stop solution for their customers.

Bottom right: ProLogis Solutions Group
helped optimize the flow of goods within the
facility. Bacou-Dalloz expects to save 10%

to 15% of overall logistics costs when this
reconfiguration is complete. As this process
is implemented worldwide, we look forward to
the potential to serve them in Europe and Asia.
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Top left: Dutch-based Ahold is the world's
third-largest food retailer, serving 35 mitlion
customers every week. Beginning in Spain,
we expanded the relationship to Poland, and
Ahold now leases over 1.2 million square feet
of space from Prologis on two continents.
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Top right: A customer in the United States
and our first customer in Europe, Nippon
Express, one of the world’s leading interna-
tional freight forwarders, is now our largest
customer in Japan — demonstrating ProLogis’
ability to leverage customer relationships.

Bottom: In 2003, ProlLogis developed a
300,000 square-foot facility outside of
Nashville for Falken Tires, a manufacturer
of ultra-high performance tires. This facility
allows Falken to distribute every tire in their
product line to their growing dealer network
east of the Mississippi.




Opportunities Abroad
ProLogis has just begun to reap
the benefits from significant changes
in international distribution. The
advent of a singie market across the
European Union (EU) 10 years ago
revolutionized the way that compa-
nies distribute throughout Europe.
As borders disappeared, companies
began to revamp distribution networks
by switching transportation modes,
consolidating into fewer, but larger,
facilities and outsourcing more of
their distribution to third-party logis-
tic providers (3PLs) — a key customer
segment for ProLogis in Europe.
Highway infrastructure, access to
rail and proximity to major seaports
are critical factors in locating mod-
ern distribution parks. Our land
bank of almost 1,900 acres permits
us to quickly respond to expansion
and build-to-suit opportunities. Our
experienced team of more than 230
European nationals works closely with
local governments, ensuring contin-
ued access to key sites. ProLogis’
control of strategic land continues to
be a key driver of new development
activity as companies reconfiguring
their networks need larger facilities -
increasingly in excess of 275,000
square feet — that simply do not
exist in most markets. Demand in
Central Europe is being driven by
strong economic growth, infrastruc-
ture improvements and an affordable,
skilled labor pool. ProLogis’ modern
parks in Poland, Hungary and the

Czech Republic, all countries slated

-for inclusion in the EU in May 2004,

are appealing to retailers and 3PLs
as they establish operations to sup-
port distribution to points further
east, such as Russia.

Demand for development in Japan
has exceeded our initial expectations.
While Tokyo is the world’s largest
logistics market, much of the exist-
ing inventory is not adequate to
support modern logistics operations.
Companies also are moving from
user-owned facilities to leasing and
searching for ways to improve effi-
ciency. Already the leading industrial
developer in Japan, our talented
team of nationals has been able to
leverage relationships with existing
global customers as well as attract
new, major Japanese companies
to our modern distribution facilities.
Customer interest in our innovative,
multitenant facilities is high, and
our pipeline of build-to-suit oppor-
tunities points to continued growth
in our global platform.

Following its recent membership in
the World Trade Organization, many
of our global customers have indi-
cated interest in ProlLogis developing
modern distribution space in China.
In 2003, we opened a representative
office in Shanghai and identified
three target markets. We expect our
presence in China to develop slowly
as our customers expand their opera-
tions to address this new market
potential. As they grow, we will be

there to serve them.

New countries to be
admitted to European
Unien in 2004

Q1"
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Development
supported by land
owned and optioned
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In 1994, ProlLogis identified a customer-centric model -
one designed to deliver unparalleled customer service
and high-quality facilities nationwide. Ten years later,
our focus is still on the customer, but the breadth of

our operations has grown. Today, we are in 70 markets,

in 14 countries on 3 continents, with unlimited potential

to expand the world of ProLogis.

Properties Owned, Managed and
Under Development

North America
R * $6.9 billion in 42 markets

* 184.3 million square feet (17.1 million m?)

Europe
+ $3.7 billion in 25 markets

* 51.7 million square feet (4.8 million m?

Japan
¢ $680 miliion in three markets

e 4.2 million square feet (392,000 m?
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Since our debut on the New York Stock Exchange

in 1994, we have charted a course of growth. Over
the last 10 years, we have grown FFO by over 150%
and increased real estate assets owned and managed

twentyfold, all while delivering steady dividend growth.

During that time, our shareholders experienced a com-
pound total annual return of 18%. We believe that the
possibilities ahead are enormous as we explore new
markets and further penetrate existing ones, as we

expand our existing customer relationships and develop May

1997: Entered Europe with acquisi-

tion in The Netherlands of a land position

new ones, and as we look forward to delivering another

decade of strong performance for our shareholders.

December 1994: Introduced Prologis

Operating System, designed to deliver P
supertor customer service e
) o
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e
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/ e
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Reyndsa
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®
Monterrey i

March 1996: Entered Mexico after
identifying Juarez, Monterrey, Reynosa

and Tijuana as target markets
March 1994: Launched IPO at $11.50

per share with the stock immediately
listing on the New York Stock Exchange
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and a building leased to Nippon Express

\\ \

BA I MERIDIAN INDUSTRIAL TRUST

March 1999: Acquired Meridian Industrial
Trust, greatly expanding our position in the
top seven US logistics markets




$35.00

December 2003: Price $32.09 per share

June 2002: Tapped Australian public
equity market through the listing of
Macquarie ProLogis Trust

August 1999: Launched innovative
fund structure that allows for

accelerated growth ) A
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Growth in Assets

Held in Funds
(in billions)
$20.00
‘\\ e
AN y
- April 2003: Entered China and identified
three target markets — Guangdong Province
and the Shanghai and Beijing regions
July 2001: Entered Japan with build- $15.00
to-suit development for DHL Japan, Inc.
$10.00
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Condensed Consolidated Statements of E@IN| Ngs

Years Ended December 31,

(In thousands, except per share data) 2003 2002 2001
Income
Rental income, including expense recoveries from customers $ 546,064 $ 542,202 $ 562,527
QOther real estate income 128,875 126,773 99,830
Income (loss) from certain unconsolidated investees o 77759,}7676777: §7,876 (16,149)

Total income 734106 766,851 646,268
Expenses
Rental expenses 136,840 125,316 124,513
General and administrative 65,907 53,893 50,274
Depreciation and amortization 164,969 153,075 143,465
Other ... 7608 4,541 4,014

Total expenses o 375,§2~4:_M ) 336,825 322,266
Operating income 358,781 430,026 324,002
Income (loss) from other unconsolidated investees 52 (1,495) (33,495)
Interest expense (155,475) (152,958) (163,629}
Interest and other income 1,883 2,368 6,165
Minority interest share in earnings ) (4,959 (5,508) (6,461)
Earnings before certain net gains and net foreign currency

exchange expenses/losses 200,282 272,433 126,582
Gains on dispositions of real estate, net 1,638 6,648 10,008
Gain on partial redemption of investment 74,716 - —
Foreign currency exchange expenses/losses, net ) (10,587} (2,031) (3.721)
Earnings before income taxes 266,049 277,050 132,869
Income tax expense
Current 4,759 10,509 2,467
Deferred 10615 17,660 2,258

Total income tax expense ... 15374 28,169 4,725
Net earnings 250,675 248,881 128,144
Less Preferred Share dividends 30,485 32,715 37,308
Less excess of redemption values over carrying values

of Preferred Shares redeemed .. .783 - 4,797
Net earnings attributable to Common Shares $ 212,367 $ 216,166 $ 86,038
Weighted average Common Shares outstanding — Basic 179,245 177,813 172,755
Weighted average Common Shares outstanding - Diluted 187,222 184,869 175,197
Net earnings attributable to Common Shares per share — Basic $ 1.18 $ 1.22 $ 0.50
Net earnings attributable to Common Shares per share — Diluted $ 1.16 $ 1.20 $ 0.49
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Condensed Consolidated Balance Sheets

December 31,
(In thousands)

Assets
Real estate
Less accumulated depreciation

Investments in and advances to unconsolidated investees

Cash and cash equivalents
Accounts and notes receivable
Other assets

Total assets

Liabilities and Shareholders’ Equity
Liabilities

Lines of credit

Senior unsecured debt

Secured debt and assessment bonds
Accounts payable and accrued expenses
Construction costs payable

Other liabilities

Total liabilities

Minority interest

Shareholders’ Equity

Series C Preferred Shares

Series D Preferred Shares

Series E Preferred Shares

Series F Preferred Shares

Series G Preferred Shares

Common Shares

Additional paid-in capital

Accumulated other comprehensive income
Distributions in excess of net earnings

Total shareholders’ equity

Total liabilities and shareholders’ equity

2003 2002
$5,854,047 $5,395,527
847,221 712,319
5,006,826 4,683,208
677,293 809,286
331,503 110,809
46,642 35,615
306938 272,462
$6,369,202 $5,911,380

$ 699,468 $ 545906
1,776,789 1,630,094
514,412 555,978
155,874 144,189
26,825 27,880
97,389 90,524
3270757 2,994,571
37,777 42,467
100,000 100,000
125,000 250,000

- 50,000

125,000 -
125,000 -

1,802 1,781
3,075,695 3,021,686
138,235 35,119
(630,064) (584,244)

—.. 3060668 2,874,342
$6,369,202 $5,911,380
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Condensed Consolidated Statements of Cash Flows

Years Ended December 31,
(In thousands)

Operating Activities
Net earnings
Minority interest share in earnings
Adjustments to reconcile net earnings to net cash provided
by operating activities
Depreciation and amortization
Gains on dispositions of real estate, net
Gain on partial redemption of investment
Straight-lined rents
Amortization of deferred loan costs
Cost of share-based compensation awards
Adjustments tc income (loss) from unconsolidated investees
Adjustments tc foreign currency exchange expenses/losses, net
Deferred income tax expense
(Increase) decrease in accounts and notes receivable and other assets
Increase (decrease) in accounts payable and accrued expenses
and other liabilities

Net cash provided by operating activities

Investing Activities

Real estate investments

Tenant improvements and lease commissions on previously leased space
Recurring capital expenditures

Proceeds from dispositions of real estate

Net cash received from unconsolidated investees

Proceeds from the reduction of investment in an unconsolidated investee
Proceeds from partial redemption of investment

Proceeds from repayments of notes receivable

Adjustments to cash balances resulting from reporting changes

Net cash provided by (used in) investing activities

Financing Activities

Net proceeds from sales and issuances of Common Shares, net of repurchases

Net proceeds from sales of Preferred Shares

Redemptions of Preferred Shares

Distributions paid on Common Shares

Distributions paid to minority interest holders

Dividends paid on Preferred Shares

Debt issuance cosis incurred

Proceeds from issuance of senior unsecured debt

Proceeds from issuance of secured debt

Principal payments on senior unsecured debt

Principal payments received on employee share purchase notes

Net proceeds from (payments on) lines of credit

Principal payments on secured debt and assessment bonds,
including prepayments

Net (payments on) proceeds from settlement of derivative contracts

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year
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$ 250,675
4,959

164,969
(1,638)
(74,7186)
(7,236)
5,892
15,453
(14,455)
13,083
10,615
(64,382)

. 23576
326,795

(1,246,338)
{41,036)
(22,789)
835,172
73,270
35,940
210,302

e (155 479)7 ]

34,350
241,767
(175,000)
(258,187)
(9,341)
(31,214)
(10,426)
300,000
31,000
(153,125)

153,562

(71,631)

49,378

(2377)

220,694

B 110,809

331,503

2002

$ 248881
5,608

153,075
(6,648)
(4,576)
4,967
12,369
(65,042)
14,690
17,660
47,508

(51,157)
377,235

(1,142,144)

(32,908)

(30,600}
968,895
79,835

2,250
18,527

(136,145)

49,064

(252,270)
(7,246)
(32,715)
(3,16%5)

(40,625)
5,110
138,588

(12,781)
(2,230)

(158,270)

82,820
27,989

$ 110,809

2001

$ 128,144
6,461

143,465
(10,008)
(6,215)
5233
7,194
68,129
(2,630)
2,258
(29,661)

30,902
343,272

(780,181)
(28,026)
(28,102)

855,993
72,677

11,591

103,952

54,885
(139,583)
(237,691)
(7,1186)
(37,309)
(1,815)

(3C,000)
3,746
(63,947)

(15,450)
(2,825)

(477,105)

(29,881)
57,870

$ 27,989




Condensed Consolidated Statements of Shareholders’ EqU Ity

and Comprehensive Income

Years Ended December 31,

(in thousands) 2003 2002 2001
Common Shares (par value) at beginning of year $ 1,781.4 $ 1,758.9 $ 1,652.9
Issuance of Common Shares, net of repurchases 19.4 12.8 27.2
Conversion of limited partnership units 1.0 2.7 0.2
Conversion of Series B Convertible Preferred Shares — - 77.9
Issuance of Common Shares in acquisition of unconsolidated investee —____— - 0.7
Common Shares (par value) at end of year $ 18018 $ 1,781.4 $ 17589
Preferred Shares at stated liquidation preference at beginning of year $ 400,000 $ 400,000 $ 691,403
Redemption or conversion of Preferred Shares (175,000) - (291,403)
Issuance of Preferred Shares o 250,000 - -
Preferred Shares at stated liquidation preference at end of year $ 475000  $ 400,000 % 400,000
Additional paid-in capital at beginning of year $3,021,686 $2,963,410 $2,740,136
Issuance of Common Shares, net of repurchases 34,327 39,344 54,858
Conversion of limited partnership units 358 1,491 216
Conversion of Series B Convertible Preferred Shares - - 151,742
Excess of redemption values over carrying values of Preferred Shares redeemed 7,823 - 4,797
Cost of issuing Preferred Shares (8,233) - -
Issuance of Commen Shares in acquisition of unconsolidated investee - - 1,452
Sale of share-based compensation awards to unconsolidated investees 319 1,003 1,001
Cost of share-based compensation awards ... 19418 16,438 9,118
Additional paid-in capital at end of year $3,075,695 $3,021,686  $2,963,410
Employee share purchase notes at beginning of year $ - $ (14,810 $ (18,556)
Principal payments on employee share purchase notes - 5,110 3,746
Notes retired through Common Share repurchases o = ) 9,700 —
Employee share purchase notes at end of year $ - $ - $ (14,810
Accumulated other comprehensive income (loss) at beginning of year $ 35,119 $ (65,659) $  (33,768)
Foreign currency translation adjustments 101,157 111,044 (30,012)
Unrealized gains (losses) on derivative contracts, net . 1359 ) (10,266) (1,879
Accumulated other comprehensive income (loss) at end of year $ 138,235 $ 35119 $ (65,659)
Distributions in excess of net earnings at beginning of year $ (584,244) $ (610,580) $ (453,497)
Net earnings 250,675 248,881 128,144
Preferred Share dividends (30,485) (32,715) (37,309)
Excess of redemption values over carrying values of Preferred Shares redeemed (7,823) — (4,797)
Common Share distributions paid and accrued N _(258187) (189,830) (243,121)
Distributions in excess of net earnings at end of year $ (630,064 $ (584,244) % (610,580)
Total shareholders’ equity at end of year $3,060,668 $2,874,342  $2,674,120
Comprehensive income
Net earnings $ 250,675 $ 248,881 $ 128,144
Preferred Share dividends (30,485) (32,715) (37,309)
Excess of redemption values over carrying values of Preferred Shares redeemed (7,823) - (4,797)
Foreign currency translation adjustments 101,157 111,044 (30,012)
Unrealized gains (losses) on derivative contracts, net o 1959 (10,266) ) (1,879)

$ 315483 $ 316944 § 54,147

Comprenensive income
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Management’s Responsibility for Financial Statements

Management is responsible for the
preparation, integrity and objectivity of
the condensed consolidated financial
statements and other financial informa-
tion presented in this report. The
accompanying condensed consolidated
financial statements were prepared in
accordance with accounting principles
generally accepted in the United States
of America, applying certain estimates
and judgments as required.

ProLogis’ interna!l controls are designed
to provide reascnable assurance as to the
integrity and reliability of the financial
statements and to adequately safeguard,
verify and maintain accountability of
assets. Such controls are based on estab-
lished written policies and procedures,
are implemented by trained, skilled per-
sonnel with an appropriate segregation

of duties and are monitored through a

comprehensive internal audit program.
These policies and procedures prescribe
that ProLogis and all its employees are
to maintain the highest ethical standards
and that its business practices through-
out the world are to be conducted in a
manner that is above reproach.

KPMG LLP, independent auditors, has
been retained to audit Prologis’ 2003
financial statements. Their accompany-
ing report is based on an audit conducted
in accordance with auditing standards
generally accepted in the United States
of America, which include the consid-
eration of ProlLogis’ internal controls to
establish a basis for reliance thereon in
determining the nature, timing and extent
of audit tests to be applied. The Board
of Trustees exercises its responsibility for
these financial statements through its
Audit Committee, which consists entirely

independent AUdItors’ Report

To the Board of Trustees and

Shareholders of ProLogis

We have audited, in accordance with
auditing standards generally accepted

in the United States of America, the con-
solidated balance sheets of ProLogis and
subsidiaries as of December 31, 2003
and 2002, and the related consolidated
statements of earnings, shareholders’
equity and comprehensive income, and
cash flows for each of the years in the
two-year period ended December 31, 2003
(not presented herein); and in our report
dated February 3, 2004, we expressed
an unqualified opinion on those consoli-
dated financial statements.
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In our opinion, the information set forth
in the accompanying 2003 and 2002
condensed consolidated financial state-
ments is fairly stated, in all material
respects, in relation to the 2003 and
2002 consclidated financial statements
from which it has been derived.

The 2001 financial statements of ProLogis
were audited by other auditors who have
ceased operations. In 2003, ProlLogis
changed the method of accounting for
issuance costs of preferred shares upon
their redemption, and the amounts in the
2001 financial statements relating to the
issuance costs of preferred shares upon
their redemption have been restated to
conform to the new method of accounting.

of independent, non-management Board
members. One of the responsibilities of
the Audit Committee is to meet periodi-
cally with the independent auditors and
with Prologis’ internal auditors, both
privately and with management present,
to review accounting, auditing, internal
controls and financial reporting matters.

A DG ﬁ«s—-—\_\«_/

K. Dane Brooksher
Chairman and
Chief Executive Officer

%m, K%;L,

Walter C. Rakowich
Managing Director and
Chief Financial Officer

We audited the adjustments that were
applied to restate the 2001 financial
statements. In our opinion, such adjust-
ments are appropriate and have been
properly apptied. However, we were not
engaged to audit, review, or apply any
procedures to the 2001 financial state-
ments of ProLogis other than with respect
to such adjustments and, accordingly, we
do not express an opinion or any other
form of assurance on the 2001 financial
statements taken as a whole.

KPMa LLP

San Diego, California
February 3, 2004




This independent public accountants’ report is a copy of a previously issued report of Arthur Andersen LLP Arthur Andersen LLP
has not reissued this report, nor has Arthur Andersen LLP consented to its inclusion in this annual report on Form 10-K (after reasonable
efforts to obtain such consent). While the extent of any resulting fimitations on recovery by investors is unclear, the lack of a currently
dated consent to the inclusion of this report in this annual report on Form 10-K and to the incorporation of this report into any other
filing could limit the time within which any actions must be brought by investors against Arthur Anderson LLP for liabilities arising
under Section 11 of the Securities Act of 1933.

Arthur Andersen LLP's report refers to the consolidated balance sheet as of December 31, 2001 and 2000 and the related consolidated
statements of earnings, shareholders’ equity and comprehensive income, and cash flows for the year ended December 31, 2000
and 1999, that are no longer included in the accompanying financial statements.

Report of Independent Public Accountants

To the Board of Trustees and

Shareholders of ProLogis Trust

We have audited the accompanying
consolidated balance sheets of ProLogis
Trust and subsidiaries as of December
31, 2001 and 2000, and the related
consolidated statements of earnings,
shareholders’ equity and comprehensive
income, and cash flows for each of the
three years in the period ended December
31, 2001. These financial statements
are the responsibility of the Trust's man-
agement. Qur responsibility is to express
an opinion on these financial statements
based on our audits. We did not audit
the financial statements of Frigoscandia
Holding AB and CS Integrated LLC
accounted for under the equity method
of accounting, in which the Trust has
investments in and advances to amount-
ing to $416.6 million and $397.7 million
as of December 31, 2001 and 2000,
respectively, and earnings (loss) from

unconsolidated entities of $(71.3) mil-
lion, $(12.0) million and $6.3 million

in 2001, 2000 and 1999, respectively.
Those statements were audited by other
auditors whose reports have been furnished
to us, and our opinion, insofar as it relates
to the amounts included for these entities
is based solely on the reports of the

other auditors.

We conducted our audits in accordance
with auditing standards generally accepted
in the United States. Those standards
require that we plan and perform the
audit to obtain reasonable assurance
about whether the financial statements
are free of material misstatement. An
audit includes examining, on a test basis,
evidence supporting the amounts and
disclosures in the financial statements.
An audit also includes assessing the
accounting principles used and signifi-
cant estimates made by management,

as well as evaluating the overall financial
statement presentation. We believe that
our audits and the reports of the other
auditors provide a reasonable basis for
Qur apinian.

In our opinion, based on our audits and
the reports of the other auditors, the
financial statements referred to above
present fairly, in all material respects, the
financial position of Prologis Trust and
subsidiaries as of December 31, 2001 and
2000, and the results of their cperations
and their cash flows for each of the three
years in the period ended December 31,
2001, in conformity with accounting
principles generally accepted in the
United States.

Clitta. Chodess 227

Chicago, IHlincis
April 3, 2002
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Condensed Consolidated Statements of FUNAS From Operations

Not addressed in independent Auditors' Report

Years Ended December 31,

(In thousands, except per share data) 2003 2002 2001
Income
Rental income, including expense recoveries from customers $ 546,064 $542,202 $562,527
Other real estate income 128,875 126,773 99,890
Income from certain unconsolidated investees ! .. 100612 119,257 48,249

Total income 775,551 788,232 710,666
Expenses
Rental expenses 136,840 125,316 124,513
General and administrative 65,907 53,893 50,274
Depreciation of non-real estate assets 7,884 7,842 6,432
Other o 7,608 4,541 4,014

Total expenses 218,239 - 191,592 185,233

557,312 596,640 525,433

Income (loss) from other unconsolidated investees 52 (1,495) (33,495)
Interest expense (155,475) (152,958) (163,629)
Interest and other income 1,883 2,368 6,165
Gain on partial redemption of investment 47,822 - -
Foreign currency exchange expenses/iosses, net (2,823) (2,774) (2,237)
Current income tax expense . __,EJE’@, o (10,509) (2,467)
Funds from operations 444 012 431,272 329,770
Less Preferred Share dividends 30,485 32,715 37,309
Less excess of redemption values over carrying values

of Preferred Shares redeemed 7,823 — 4,797
Less minority interest 747,79579___7 o 5,508 6,461
Funds from operations attributable to Common Shares $ 400,745 $393,049 $281,203
Weighted average Common Shares outstanding — Basic 179,245 177,813 172,755
Weighted average Common Shares outstanding — Diluted 187,222 184,869 180,284
Basic per share funds from operations attributable to Common Shares $ 2.24 $ 2.21 $ 1.63
Diluted per share funds from operations attributable to Common Shares $ 2.17 $ 2.16 $ 1.59

Represents Prologis' share of funds from operations from its investments in property funds, temperature-controlled companies and corporate distribution facilities services
campanies that are accounted for under the equity method.

Definition of Funds From Operations

Funds from operations is a financial measure that is commonly used in the real estate industry. Although NAREIT has published a definition
of funds from operations, modifications to the NAREIT calculation of funds from operations are common among REITs, as companies seek
to provide performance measures that meaningfully reflect their business. Funds from operations, as defined by ProLogis, is presented as a
supplemental performance measure. Funds from operations is not used by ProLogis as, nor should it be considered to be, an alternative to
net earnings computed under GAAP as an indicator of ProLogis’ operating performance or as an alternative to cash from operating activities
computed under GAAP as an indicator of ProLogis’ ability to fund its cash needs.

Funds from operations is not meant to represent a comprehensive system of financial reporting and does not present, nor does ProlLogis
intend it to presert, a complete picture of its financial condition and operating performance. ProLogis believes that net earnings computed
under GAAP remains the primary measure of performance and that funds from operations is only meaningful when it is used in conjunction
with net earnings. Further, ProLogis believes that its consolidated financial statements, prepared in accordance with GAAP, provide the most
meaningful picture of its financial condition and its operating performance.

NAREIT's funds from operations measure adjusts net earnings computed under GAAP to exclude historical cost depreciation and gains and
losses from the sales of previously depreciated properties. ProLogis agrees that these two NAREIT adjustments are useful to investors for the
following reasons:

(a) historical cost accounting for real estate assets in accordance with GAAP assumes, through depreciation charges, that the value of real
estate assets diminishes predictably over time. NAREIT stated in its White Paper on Funds from Operations “since real estate asset values
have historically risen or fallen with market conditions, many industry investors have considered presentations of operating results for real
estate companies that use historical cost accounting to be insufficient by themselves.” Consequently, NAREIT's definition of funds from
operations reflects the fact that real estate, as an asset class, generally appreciates over time and depreciation charges required by GAAP
do not reflect the underlying economic realities. (continued)

28 PROLOGIS 2003




Reconciliation of Net Earnings to Funds From Operations

Not addressed in Independent Auditors’ Report

Years Ended December 31,

{In thousands) 2003 2002 2001
Reconciliation of Net Earnings to Funds From Operations
Net earnings attributable to Common Shares $212,367 $216,166 $ 86,038
Add (deduct) NAREIT defined adjustments
Reat estate related depreciation and amortization 157,085 145,233 137,033
Gains on contribution or sale of non-CDFS business segment assets, net (1,638) (6,648) (10,008)
Funds from operations adjustment to gain on partial redemption of investment (26,894) - -
ProLogis’ share of reconciling items of unconsolidated investees
Real estate related depreciation and amortization 44,373 41,779 63,950
Funds from operations adjustment to gain recognized on
disposition of CDFS business segment assets (1,823) - -
(Gains) losses on contributions and sales of non-CDFS business
segment assets, net {12,322) (2,248) 4,417
Total NAREIT defined adjustments 158,781 178,116 195,392
Subtotal - NAREIT defined funds from operations 371,148 . 394,282 281,430
Add (deduct) ProLogis defined adjustments
Foreign currency exchange (gains) expenses/losses, net 7,764 (743) 1,484
Deferred income tax expense 10,615 17,660 2,258
ProLogis' share of reconciling items of unconsolidated investees
Foreign currency exchange (gains) expenses/losses, net 11,721 (4,269) 8,204
Deferred income tax benefit o (503)7 (13,881) (12,173)
Total ProLogis defined adjustments o....29597 - (1,233) (227)
Funds from operations attributable to Common Shares as defined by ProLogis $400,745 - $393,049 $281,203

Definition of Funds From Operations (continued)

{b) REITs were created as a legal form of organization in order to encourage public ownership of real estate as an asset class through invest-
ment in firms that were in the business of long-term cwnership and management of real estate. The exclusion, in NAREIT's definition of funds
from operations, of gains and losses from the sales of previously depreciated operating real estate assets allows investors and analysts to readily
identify the operating results of the long-term assets that form the core of a REIT’s activity and assists in comparing those operating results
between periods.

At the same time that NAREIT created and defined its funds from operations concept for the REIT industry, it also recognized that “man-
agement of each of its member companies has the responsibility and authority to publish financial information that it regards as useful to
the financial community.” ProlLogis believes that financial analysts, potential investors and shareholders who review its operating results are
best served by a defined funds from operations measure that includes other adjustments to net earnings computed under GAAP in addition
to those included in the NAREIT defined measure of funds from operations.

The ProLogis defined funds from operations measure excludes the following items from net earnings computed under GAAP that are not
excluded in the NAREIT defined funds from operations measure: (i) deferred income tax benefits and deferred income tax expenses recog-
nized by ProlLogis’ taxable subsidiaries; (ii) certain foreign currency exchange gains and losses resulting from certain debt transactions
between Prologis and its foreign consolidated subsidiaries and its foreign unconsolidated investees; (iii) foreign currency exchange gains
and losses from the remeasurement (based on current foreign currency exchange rates) of certain third party debt of ProlLogis' foreign con-
solidated subsidiaries and its foreign unconsolidated investees; and (iv) mark-to-market adjustments associated with derivative financial
instruments utilized to manage ProLogis’ foreign currency risks. Funds from operations of Prologis’ unconsolidated investees is calculated
on the same basis as ProlLogis.

The items that ProLogis excludes from net earnings, while not infrequent or unusual, are subject to significant fluctuations from period
to period that cause both positive and negative effects on Prologis’' resuits of operations, in inconsistent and unpredictable directions. Most
importantly, the economics underlying the items that ProLogis excludes from net earnings are not the primary drivers in management's deci-
sion-making process and capital investment decisions. Period to period fluctuations in these items can be driven by accounting for short-term
factors that are not relevant to long-term investment decisions, long-term capital structures or to long-term tax planning and tax structuring
decisions. Accordingly, ProLogis believes that investors are best served if the information that is made available to them allows them to align
their analysis and evaluation of ProLogis’ operating results along the same lines that ProLogis’ management uses in planning and executing
its business strategy.

Real estate is a capital-intensive business. Investors’ analyses of the performance of real estate companies tend to be centered on under-
standing the asset value created by real estate investment decisions and understanding current operating returns that are being generated by
those same investment decisions. The adjustments to net earnings that are included in arriving at the ProLogis defined funds from operations
measure are helpful to management in making real estate investment decisions and evaluating its current operating performance. ProLogis
believes that these adjustments are also helpful to industry analysts, potential investors and shareholders in their understanding and evalua-
tion of ProLogis’ performance on the key measures of net asset value and current cperating returns generated on real estate investments.

PROLOGIS 2003 29



ProLogis BOard and Officers

Left to right:

K. Dane Brooksher, Irving F. Lyons, 11,
Stephen L. Feinberg, George L. Fotiades,
D. Michael Steuert, Donald P. Jacobs,
William D. Zollars, Kenneth N. Stensby,
Neelie Kroes, J. André Teixeira
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ProlLogis Board

K. Dane Brooksher
Chairman and

Chief Executive Officer
Prologis

irving F. Lyons, M

Vice Chairman and
Chief Investment Officer
ProLogis

Stephen L. Feinherg
Chairman and

Chief Executive Officer
Dorsar Investment Co., Inc.

George L. Fotiades
President and

Chief Operating Officer
Cardinal Healith, Inc.

Donatd P. Jacobs

Dean Emeritus

Kellogg School of Management
Northwestern University

Neelie Kroes

Former President

Nyenrode University,

Former Cabinet Minister of
Transportation, Public Works
and Telecommunication,
The Netherlands

Kenneth N. Stenshy
Senior Vice President
Mortgage Origination
Heitman Real Estate
Investment Management

D. Michael Steuert

Senior Vice President and
Chief Financial Officer
Fluor Corporation

J. André Teixeira
Vice President
Global Innovation
and Development
Interbrew, Belgium

William D. Zollars
Chairman, President and
Chief Executive Officer
Yellow Corporation

Senior Officers
Steven K. Meyer
President and Chief
Operating Officer -
Europe

Edward S. Nekritz
Managing Director, General
Counsel and Secretary

Walter C. Rakowich
Managing Director and
Chief Financial Officer

Jeffrey H. Schwartz

President of International
Operations and President and
Chief Operating Officer —
Asia

John W. Seiple, Jr.
President and Chief
Investment Officer —
North America

Robert J. Watson
President of North
American Operations

Managing Directors
Paul C. Congleton

Fund Management and
Real Estate Research —
North America

Alan J. Curtis
United Kingdom

Ranald A, Hahn
Southern Europe

John R. Rizzo
Global Development -
North America

Raobin P.R. von Weiler
Northern and Central Europe

Senior Vice Presidents
Gary E. Anderson
Central/Mexico Regions -
North America

Bert Angel
Global Services Group -
Europe

Gregory J. Arnold
Global Services Group -
North America

Patrick ). Boot
China

Eric D. Brown
Central/Mexico Regions -
North America

Ken R. Hall
Global Development -
Europe

Larry H. Harmsen
Pacific Region -
North America

M. Gordon Keiser, Jr.
Treasurer

Douglas A. Kiersey, Jr.
Mid-Atlantic Region -
North America

W. Scott Lamsen
Pacific Region -
North America

Luke A. Lands
Controller

Brian N. Marsh
Mid-Atlantic Region -
North America

Debra A. McRight
Client Services -
North America

Masato Miki
Japan

Richard H. Strader
Southeast Region -
North America

Charies E. Sullivan
Southeast Region -
North America

Neville D. E. Teagarden
Chief Information Officer

Peter R. S. Wittendorp
Global Capital and Fund
Management — Europe

Mike Yamada
Japan
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Corporate R@SpOﬂSi bil lty

ProlLogis is committed to the highest
standards of corporate ethics and
responsibility. The key to our success
is the trust we maintain with our
customers, shareholders, employees
and suppliers through our ethical
and responsible business practices
and the consistent guality of our
facilities and services.

Our principles are central to how
we operate. They support our objec-
tive of being “The Global Distribution
Solution” for our customers. We
believe this will continue to drive
our growth and deliver sharehoider
value. By continuing to enhance
our integrated policies, procedures
and controls, we will ensure that
we consistently meet and exceed
the highest standards of business
ethics and conduct.

The principal duty of the Board and
management of ProLogis is to assure
that the company is well managed
to serve the best interests of our
shareholders. The ProlLogis Board is
dedicated to corporate governance
practices that reflect our commit-
ment to monitor the effectiveness of
policy and decision-making as well
as ensure clear, direct communica-
tion between management, the

Board and shareholders.
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Highlights of our focus on

corporate responsibility include:

8 of 10 Board members, and
all members of ProLogis’ audit,
compensation and nominating

committees, are independent.

< Board committees meet independent

of management in addition to the

Board's regularly scheduled meetings.

ProLogis has formed a Disclosure
Committee reporting directly to
the chief executive officer and the

chief financiaf officer.

= Board committee charters have

been updated, reflecting changing

governance requirements.

< Ethics training was implemented

companywide in 2003. This training
clearly defines for each employee
what is expected behavior and estab-

lishes formal mechanisms for review.

Copies of ProlLogis' Board com-
mittee charters and the company’s
Code of Ethics and Business Conduct
Program are available on our website
at http://ir.prologis.com, under

Corporate Governance.
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PART 1

ITEM 1. Business
ProLogis

ProLogis {collectively with its consolidated subsidiaries and partnerships, “ProLogis™) is a real estate
investment trust (“REIT”) that operates a global network of industrial distribution properties. ProLogis’
business strategy is designed to achieve long-term sustainable growth in cash flow and increase the overall
return on equity for its shareholders. ProlLogis manages its business by utilizing the ProLogis Operating
System®, an organizational structure and service delivery system that ProLogis built around its customers.
When combined with ProLogis™ international network of .distribution properties, the ProLogis Operating
System enables ProLogis to meet its customers’ distribution space needs on a global basis. ProLogis believes
that, by integrating international scope and expertise with a strong local presence in its markets, it has become
an attractive choice for the largest global users of distribution space, its targeted customer base.

ProLogis is organized under Maryland law and has-elected to be taxed as a REIT under the Internal
Revenue Code of 1986, as amended (the “Code™). ProLogis’ world headquarters and North American
customer service headquarters are located in Aurora, Colorado. ProLogis’ European headquarters are located
in Luxembourg while its European customer service headquarters are located in Amsterdam, The Nether-
lands. ProLogis’ Asian headquarters are located in Tokyo, Japan. ProLogis’ common shares of beneficial
interest, par value $0.01 per share (“Common Shares”) were first listed on the New York Stock Exchange
(“NYSE”}) in March 1994.

This report on’ Form' 10-K includes certain “forward-looking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995. These statements are based on management’s current
expectations and are subject to uncertainty and changes in circumstances. Actual results may differ materially
from these expectations due to changes in global economic, business, competitive, market and regulatory
factors. See “Item 7. Managements Discussion and Analysis of Financial Condition and Results of
Operations — Risk Factors.” :

A copy of this Annual Report on Form 10-K, as well as ProLogis’ Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K and any amendments to such reports are available, free of charge, on the
Internet in the Investor Relations section of ProLogis’ website. All required reports are made available on the
website as soon as reasonably practicable after they are electronically filed with or furnished to the Securities
and Exchange Commission (the “SEC”). ProLogis’ website address is www.prologis.com. The reference to
ProLogis’ website address does not constitute incorporation by reference of the information contained in the
website and such 1nf0rmat10n should not be considered to be part of this document.

. Business Stral_egy and Global Presence

ProL.ogis was formed in 1991 with the primary objective of creating an operating company in the United
States that would differentiate itself from its competition through its ability to meet a corporate customer’s
distribution space requirements on a national, regional and local basis, with the added benefit of providing
consistent levels of service throughout the country. ProLogis’ initial business strategy involved the acquisition
and development of industrial distribution properties that it would operate and lease to customers in the
United States. These properties represented one operating segment — the property operations segment — as
ProLogis’ intent was, and ‘continues to be, to hold certain investments on a long-term basis while generating
income from leasing the properties to customers.

-

¢ An integral part of ProLogis’ customer service focus has always been to have a portfolio of properties that
meets the distribution space needs of its existing customers, as well as meeting the needs of targeted national
and international companies. As distribution space users expanded and managed their businesses for greater
profitability, their distribution networks expanded and were reconfigured, including their distribution networks
outside of the United States. In order to meet the growing distribution space needs of these companies,
ProLogis expanded its operations to Mexico in 1996, to Europe in 1997 and to Japan in 2001. In April 2003,
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ProLogis opened a representative office in Shanghai, China to evaluate opportunities to initially serve
customers in three targeted areas of China: Guangdong Province and the Shanghai and Beijing regions.

In 1995, ProLogis expanded its business to include the corporate distribution facilities services (“CDFS
business™) operating segment. The CDFS business segment began utilizing ProLogis’ existing development
capabilities, which had been focused only on the development of properties for direct, long-term investment, to
develop properties for sale to third parties. As with ProLogis’ property operations segment, the CDFS business
segment operated initially only in the United States. In 1998, ProLogis expanded its CDFS business segment
activities to Europe to complement its European property operations. The acquisition of an established
industrial development business in the United Kingdom in August 1998 provided ProLogis with access to
strategic land positions in a country where previously it had only limited investments and where significant
barriers for initial start-up activities existed. With both property operations and CDFS business segments in
operation in the United Kingdom and Continental Europe, ProLogis was positioned to be a single-source
pan-European provider of distribution space to global users.

Because ProLogis, as a REIT, must distribute rather than reinvest substantial amounts of its internally
generated capital, it must find public or private sources of capital to fund development activities and to grow
its portfolio. Sales of properties to third parties in the CDFS business segment enabled ProLogis to begin
recycling capital to fund some of its future development activities. This ability to recycle funds in the CDFS
business segment became a more integral part of ProLogis’ business strategy in early 1999 when the public
equity markets became an increasingly costly method of raising capital. As such, it was necessary for ProLogis
to increase the volume of its CDFS business segment transactions so that it could self-fund its development
activities. Therefore, ProLogis shifted the focus of its CDFS business segment from developing and selling
properties to third parties to developing properties that would be contributed to property funds — property
funds that would be formed by ProLogis by accessing private equity capital and that would be managed by
ProLogis. And, to supplement the private equity investments in each property fund, the property funds were
positioned to obtain secured debt financing by using their properties as security. Today, the property funds’
leverage ratios typically range from 40% to 75%.

The first property fund was formed in August 1999 primarily with operating properties from ProLogis’
property operations segment. However, the formation of ProLogis European Properties Fund in September
1999 embodied ProLogis’ overall property fund strategy that: (i) allows ProLogis to realize, for financial
reporting purposes, a portion of the development profits from its CDFS business activities by contributing its
developed properties to a property fund (profits are recognized to the extent of third party investment in the
property fund); (ii) provides a source of private capital to ProLogis; (iii) allows ProLogis to maintain a long-
term ownership position in the properties; and (iv) allows ProLogis, as the manager of the property fund, to
maintain the market presence and customer relationships that are the key drivers of the ProLogis Operating
System. Five of ProLogis’ property funds, all in the United States, were formed with a specific amount of
private capital that allowed the property fund to generally make one portfolio acquisition from ProLogis. In
addition to its ownership positions, ProLogis provides these property funds with management seivices. Three
property funds, one each in-North America, Europe and Japan, were formed with third party capital
commitments that are available to the property fund over time to allow these property funds to acquire
properties as ProLogis’ CDFS business segment makes them available.

ProLogis” business strategy has evolved to fit the environment in which it operates. The primary driver in
this evolution has been ProLogis’ focus on its customers’ needs for distribution space. After 12 years in
operation, that focus has enabled ProLogis fo become a leading global provider of distribution space operating
on three continents.




ProLogis’ Operating Segments

ProLogis’ business is organized into two operating segments: property operations and the CDFS business.

Property Operations
Investments

The property operations segment represents the long-term ownership, management and leasing of
industrial distribution properties. ProLogis’ property operations segment at December 31, 2003 (including
asscts owned by eight property funds in which ProLogis has ownership interests) consisted of 1,737 operating
properties aggregating 230.4 million square feet in North America (the United States and Mexico), 11
countries in Europe and in Japan. ProLogis presents its investments in the property funds under the equity
method. Of the total operating properties, ProLogis directly owned 1,252 operating properties aggregating
133.1 million square feet. ProLogis’ ownership interests in its eight property funds ranged from 14% to 50% at
December 31, 2003. ProLogis’ investment strategy .in the property operations segment focuses primarily on
generic industrial distribution properties in key distribution markets. :

ProLogis develops distribution properties in its other operating segment, the CDFS business segment,
with the intent to contribute the property to a property fund or to sell the property to a third party. Also in the
CDFS business segment, ProLogis acquires properties with the intent to contribute them to a property fund,
generally after rehabilitation and/or repositioning activities have been completed. These properties, along with
their operations, are included in the property operations segment after they are completed or acquired through
the date they are contributed or sold. The gains and losses realized from the contributions or sales of these
properties are included in the CDFS business segment’s income because they were developed or acquired in
that ‘segment. At December 31, 2003, there were 119 CDFS business segment operating properties
aggregating 20.4 million square feet at a total investment of $928.3 million that were included in the property
operations segment’s investments on an interim basis.

Property operations segment investment activities in 2003 included:

» Acquisition of two properties ' aggregating 0.2 million square feet at a total acquisition cost of
$13.3 million with the intent to own these properties directly in the property operations segment rather
than to contribute these properties to property funds.

+ Disposition of 13 properties aggregating 0.8 million square feet generating aggregate net proceeds of
$60.2 million that were direct, long-term investments in the property operatlons segment,

+ In North Amenca, ProLogis North American Properties Fund V acquired 33 propemes aggregating
8.7 million square feet at a total investment of $362.5 million from ProLogis; ProLogis’ other property
funds, all operating only in the United States, maintained their existing portfolio sizes.

.+ In Europe, ProLogis European Properties Fund acquired 24 properties aggregating 6.6 million square
feet at a total investment of $385.1 million, including 17 properties aggregating 4.0 million square feet
at a total investment of $279.5 million that were acquired from ProLogis. Also, ProLogis European
Properties Fund disposed of 13 properties in the United Kingdom aggregatmg 2.1 mllhon square feet
generating aggregate net proceeds of $320.0 miltion.

« Prologis Japan Properties Fund acquired four properties aggregating 1.4 million square feet at a total
investment of $264.9 million, including three properties aggregating 0.9 million square feet at a total
investment of $162.6 million that were acquired from ProLogis.

See “Item 2. Properties — Properties,” “Item 2. Properties ——‘Unconsolidated Investees — Property
Operations” and Notes 4 and 10 to ProLogis’ Consolidated Financial Statements in Item 8.

Operations

The property operations segment generates income from rents and reimbursements of property operating
expenses from unaffiliated customers who lease ProLogis’ distribution space. Also, the operating income of the
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property operations segment includes Prologis’ proportionate shares of the net earnings or losses of the
property funds recognized under the equity method, along with the fee income that Prologis earns for
managing the properties owned by the property funds. In addition to property and asset management fees,
ProLogis also earns fees for performing other services to the property funds, including, but not limited to,
development, leasing and acquisition activities. '

The net earnings or losses generated by operating properties developed or acquired in the CDFS business
segment that are included in the property operations segment on an interim basis prior to their contribution or
sale are also included in the operating income of the property operations segment. The resulting gains or losses
from the contributions or sales of these properties are included in the operating income of the CDFS business
segment. )

In 2003, 2002 and 2001, the property operations segment’s operating income was $480.7 million,
$477.6 million and $477.5 million, respectively. See “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Results of Operations — Property Operations” and Note 10
to ProLogis” Consolidated Financial Statements in Item 8.

Operational information about this operating éegment for 2003 includes:

+ ProLogis’ stabilized operating portfolio of 226.4 million square feet (including properties owned by the
property funds) was 90.2% leased and 89.6% occupied at December 31, 2003. ProLogis’ total operating
portfolio of 230.4 million square feet (including properties owned by the property funds) was 89.1%
leased and 88.5% occupied at December 31, 2003. ProLogis defines its stabilized properties as those
properties where the capital improvements, repositioning efforts, new management and new marketing
programs for acquisitions, or the marketing programs in the case of newly developed properties, have
been in effect for a sufficient period of time, generally 12 months. A property enters the stabilized pool
at the earlier of 12 months or when it is substantially leased, which is defined by ProLogis generally as
93%. Overall occupancy levels decreased in 2003 from prior periods. ProLogis’ leased percentage for
the stabilized portfolio at December 31, 2003 was approximately 1.0% lower than the 2002 percentage.

+ ProLogis leased 56.9 million square feet of distribution space in 1,527 leasing transactions in its
properties and in the properties owned by the property funds. Rental rates decreased by 4.8% for 2003
transactions involving previously leased space. ProLogis’ weighted average customer retention rate was
71.4% for all properties in 2003. In 2002, Prologis’ rental rate growth for transactions involving
previously leased space was 2.0% and its weighted average customer retention rate was 64.7%.

 ProLogis’ same store portfolio of operating properties (properties owned by ProLogis and the property
funds that were operating throughout all of 2003 and 2002) aggregated 179.3 million square feet.
Rental income, excluding termination and renegotiation fees, less rental expenses of the same store
portfolio increased by 0.09% in 2003 from 2002. For the same store portfolio applicable to 2002, rental
revenues, excluding termination and renegotiation fees, less rental expenses decreased by 0.90% in
2002 from 2001. See the discussion of ProLogis’ same store portfolio at “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Results of Operations —
Property Operations.”

+ ProLogis earned termination and renegotiation fees of $5.6 million related to leases in its directly
owned properties in 2003. Such fees in 2002 were $14.6 million. In certain leasing situations, ProLogis
finds it advantageous to negotiate lease terminations with a customer, particularly when the customer is
experiencing financial difficulties or when ProLogis believes that it can re-lease the space at rates that,
when combined with the termination fee, provides a total return to ProLogis in excess of that which
was being earned under the original lease terms,

» ProLogis .earned various fees from the property funds, primarily from property management and asset
management services, of $44.2 million in 2003 as compared to $34.5 million in 2002.

4




Market Presence

ProLogis has generally invested in distribution markets in North Amenca Europe and Japan in which it
has identified strong distribution dynamics as well as supply and demand factors. In making its investment
decisions, ProLogis evaluates market conditions that indicate favorable distribution growth prospects includ-
ing, but not limited to: (i) growth in imports and exports; (ii) long-term cost and quality of labor advantages
for domestic and international manufacturers; (iii) proximity to large regional and local population centers
with .good access to transportation networks; (iv) expansion and contraction needs of distribution space users
located in the market; and (v) an historically high ratio of distribution space per capita.

Prologis assesses its market presence not only in terms of its investments in the market, but also by the
extent it has developed relationships with customers that have distribution space requirements in such
markets. ProLogis believes it can maintain these relationships by offering operating properties that are
functional and cost-effective, complemented by a comprehensive level of customer service. ProLogis believes
that by being a significant local owner and developer in multiple markets it has the ability to increase customer
retention because it can meet its customers’ needs to either expand or contract through its network of
distribution properties and land positions. This network allows ProLogis to retain the customer by relocating
the customer within its existing inventory of distribution space or readily developing a new property for the
customer.

At December 31, 2003, the 1,252 properties aggregating 133.1 million square feet in the property
operations segment that are owned directly by ProLogis are located in 37 markets in the United States, four
markets in Mexico and 16 markets in seven countries in Europe.. All of ProLogis’ operating properties in Japan
are owned by a property fund. ProLogis’ largest markets in the United States (based on investment in directly
owned properties) are Atlanta, Chicago, Dallas/Fort Worth, Houston and San Francisco (both South Bay
and East Bay markets). ProLogis also has large holdings in several markets in the United Kingdom. See
“Item 2. Properties — Geographic Distribution” and “Item 2. Properties — Properties.”

The operating properties owned by the property funds at December 31, 2003 were as follows (square feet
in thousands): : : .
Number  Square Feet

ProLogis California(1) ... ... .. it 79 13,017

ProLogis North American Properties Fund I(2) ......... S P 36 9,406
ProLogis North American Properties Fund G oo 27 4,477
ProLogis North American Properties Fund I1I{4) ................... 34 . 4,380
ProLogis North American Properties Fund IV(5).................... 17 3,475
ProLogis North American Properties Fund V(6) .................... 90 20,737
ProL.ogis European Properties Fund(7)............. S N 197 40,108
ProLogis Japan Properties Fund(8) ................... .. AP 3 _1,619

Totals . ... .. SR RO 485 97,219

(1) All properties are located in the Los Angclcs/ Orange 'County market.

(2) Properties are located in 16 markets in the United States.

(3) Properties are located in 13 markets in the United States.

(4) Properties are located in 15 markets in the United States.

(5) Properties are located in 10 markets in the United States.

(6) Properties are located in 24 markets in the United States and in three markets in Mexico.

(7) Properties are located in 25 markets in 11 countries in Europe (67 properties, 11.8 million square feet
located in the Central France market, primarily in Paris).

(8) Properties are located in Tokyo, Japan.




See “Item 2. Properties — Geographic Distribution” for a discussion of ProLogis” defined markets and
“Ttem 2. Properties — Unconsolidated Investees — Property Operations” for additional information on the
operating properties owned by the property funds.

Competition

In general, numerous other industrial distribution properties are located in close proximity to ProLogis’
properties. The amount of rentable distribution space available in any market could have a material effect on
ProLogis’ ability to rent space and on the rents that ProLogis can charge. In addition, in many of ProLogis’
submarkets, institutional investors and owners and developers of industrial distribution properties (including
other REITs) compete for the acquisition, development and leasing of distribution space. Many of these
entities have substantial resources and experience. Competition in acquiring existing distribution properties
and land, both from mstltutlonal capltal sources and from other REITs, has been very strong over the past
several years.

Property Management

ProLogis’ business strategy includes a customer service focus that requires ProLogis to provide
responsive, professional and effective property management services at the local level. To enhance its
management services, ProLogis has developed and implemented proprietary operating and training systems to
achieve consistent levels of performance and professionalism in all markets and to enable its property
management team members to give the proper level of attention to ProLogis’ customers throughout its
network. ProLogis manages substantially all of its directly owned operating properties and all of the operating
properties owned by the property funds.

Customers

ProLogis has sought to develop a customer base in each market that is diverse in terms of industry
concentration and that represents a broad spectrum of international, national, regional and local distribution
space users. At December 31, 2003, ProLogis and the property funds had 3,785 customers occupying
203.8 million square feet of distribution space. Including customers Ieasing space in properties owned by the
property funds, the largest customer and the 25 largest customers accounted for 2.38% and 21.8%,
respectively, of the annualized collected base rents of ProLogis and the property funds at December 31, 2003.
When the customers leasing space in the properties owned by the property funds are excluded, ProLogis’
largest customer and its 25 largest customers accounted for 1.21% and 15.2%, respectlvely, of Prologis’
annualized collected base rents at December 31, 2003. :

Employees

ProLogis directly employs approximately 725 persons. ProLogis’ employees work in North America
(approximately 460 persons), in nine countries in Europe (approximately 240 persons) and in Asia, primarily
in Japan (approximately 25 persons). Of the total, approximately 350 employees are assigned to the property
operations segment. ProLogis’ other employees may assist with property operations segment activities.
ProLogis believes that its relationships with its employees are good. ProLogis’ employees are not represented
by a collective bargaining agreement.

Seasonal Nature of the Business

The demand for industrial distribution space is not seasonal.

Future Plans

ProLogis believes that its current level of direct investment in the property operations segment enables it
to serve its customers at a high level and increase returns to its shareholders. Prologis’ business plan with
respect to direct investments in the property operations segment allows for the expansion of its network of
operating properties on a limited basis and only as necessary to: (i) address the specific expansion needs of a
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customer; (ii) enhance its market presence in a specific country, market or submarket; or (iii) take advantage
of opportunities where ProLogis believes it has the ability to achieve favorable returns.

ProLogis plans to continue with its current business strategy with respect to the growth in assets held by
property. funds. ProLogis expects to achieve this growth primarily through the property funds’ acquisition of
properties developed or acquired by ProLogis in the CDFS business segment, but also by their direct
acquisition of properties from third parties. ProLogis expects that the fee income it earns from the property
funds will increase in 2004 over the 2003 levels as the sizes of the portfolios of operating properties in the
property funds increase. Also, depending on capital availability, the number of property funds could increase in
2004. Properties contributed to property funds must generally meet certain leasing criteria. ProLogis observed
a slowing in its customers’ decision making processes and in overall leasing activity in 2003 that it believes
were primarily the result of weak economic conditions in the United States and certain Western European
countries. ProLogis’ business plan for 2004 with respect to property fund contributions does not anticipate a
significant improvemert in prevailing economic conditions. However, ProLogis’ market research and customer
feedback indicates that the consolidation and reconfiguration of distribution networks in Europe and Japan
have been, and will continue to be, key drivers in leasing decisions. ProLogis believes that being a single-
source provider of state-of-the-art distribution properties in Europe and Japan positions it to take advantage of
these trends to the extent they continue in 2004, -

ProLogis intends to fund its investment activities in the property operations segment in 2004 with
operating cash flow from this operating segment, its short-term borrowing facilities and the proceeds from
contributions and sales of properties (properties that have been directly owned, long-term investments in the
property operations segment, as well as CDFS business segment properties that aré included in the property
operations segment on an interim basis prior to their contrlbutlon or sale).

See the discussion of factors that could affect the future plans of ProLogis and the property funds in the
property. .operations segment at “Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Risk Factors.”

CDES Business

The CDFS business segment encompasses those activities that ProLogis engages in that are not primarily
associated with the long-term ownership, management and leasing of industrial distribution properties. Within
this operating segment, ProLogis develops distribution properties that are either contributed to property funds
or sold to third parties and acquires distribution properties that are contributed to property funds. Properties
that are acquired by ProLogis in this segment are generally rehabilitated and/or repositioned prior to their
contribution to a property fund.

Investments

At December 31, 2003, ProLogis had 27 distribution properties aggregating 9.8 million square feet under
development at a total expected cost at completion of $678.5 million. These properties are all being developed
with the obJectwe that they will be contributed to a property fund or sold to a third party. ProLogls properties
under development at December 31, 2003 include: ‘

v

+ North  America: elght properties; 3.2 rmlhon square feet; $101.0 mxllxon total expected cost (approx1—
-mately 15% of the total); : ‘

. Europe 15 properties in six countrles 4.0 million square feet; $2463 million total expected cost
{(approximately 36% of the total); and -

+ Japan: four propemes 2.6 million square feet $331 2 mllhon total ‘expected cost (approx1mately 49%
of the total).

At December 31, 2003 ProLogls had land positions, mcludmg land controlled through contracts, options
or letters of intent, aggregating 4,549 acres with the capacity for the development of approximately
76.8 million square feet of distribution properties. Of these land positions ProLogis owned 2,706 acres with the
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capacity for the development of approximately 48.2 million square feet of distribution properties. At
December 31, 2003, ProLogis had begun development on all of its land holdings in Japan. ProLogis’ land
positions (owned and under control) at December 31, 2003 included:

» North America: 2,655 acres with the capacity for the development of approximately 45.0 million
square feet of distribution properties and

« Europe: 1,894 acres in 12 countries with the capacity for the development of approximately 31.8 mil-
lion square feet of distribution properties. -

CDFES business segment investment activities in 2003 included the following:-

"+ Development starts aggregated 13.2 million square feet at a total expected cost at completion of
$674.1 million including: '

» North America: 4.9 million square feet at a total expected cost of $157.1 million;
+ Europe: 6.3 million square feet at a total expected cost of $305.0 million; and
« Japan: 2.0 million square feet at a total expected cost of $212.0 million.

« Development completions aggregated 12.4 million square feet at a total cost of $643.8 million
including:

+ North America: 5.2 million square feet at a total cost of $175.3 million;
+ Europe: 6.3 million square feet at a total cost of $348.2 rnilllion; and
+ Japan: 0.9 million square feet at a total cost of $120.3 million.

» Acquisition of 36 operating properties aggregating 6.2 million square feet at a total acquisition cost of
$194.9 million with the intent to contribute the properties to a property fund (including properties
where rehabilitation and/or repositioning efforts are needed prior to contribution).

+ Contributions and sales of 66 properties aggregating 14.2 million square feet that were developed or
acquired by ProLogis in the CDFS business segment. These transactions, the discontinuation of
ProLogis’ participation and significant reduction of its investment in a joint venture and dispositions of
land parcels that no longer fit in ProLogis’ development plans generated net proceeds to ProLogis of
$894.9 million.

» Acquisition of 1,077 acres of land: 651 acres in North America (all in the United States), 400 acres in
seven countries in Europe and 26 acres in Japan. This land can be used for the development of
approximately 20.5 million square feet of distribution properties.

Operations

.The operating income of the CDFS business segment consists primarily of the net gains and losses
recognized from the contributions and sales of developed properties to property funds and third parties and
from the contributions to property funds of operating properties that were acquired with that intent. ProLogis
uses its development and leasing expertise to rehabilitate and/or reposition certain of the properties that it
acquires such that the subsequent contribution of the property is expected to generate a profit to ProLogis.
ProLogis also earns fees from customers for development activities performed on their behalf and recognizes
gains and losses from sales of land parcels when ProLogis’ development plans no longer include these parcels.

In 2003, 2002 and 2001, the CDFS business segment’s operating income was $124.8 million, $152.3 mil-
lion and $151.7 million, respectively. In 2003, 39% of the operating income of this operating segment was
generated in North America, 39% was generated in Europe and 22% was generated in Japan. In 2002 and
2001, 36% and 43%, respectively, of the operating income of this operating segment was generated in North
America. In 2002, Europe generated 60% of the operating income of this operating segment and Japan
generated the remaining 4%. In 2001, Europe generated the remaining portion of the CDFS business
s€gment’s operating income. ,




Operational information about this operating segment for 2003 includes:

+ Recognition of net gains of $132.8 million (including amounts that had been previously deferred);
$118.6 million related to sales and contributions of developed properties, $6.2 million related to
contributions of acquired properties, $6.3 million related to dispositions of land parcels and $1.7 million
related to the discontinuation of participation and significant reduction of investment in a joint venture.

» Earned $2.0 million of fees from the development of 0.8 million square feet of distribution properties
on behalf of customers under development management agreements.

+ Incurred expenses and other charges of $11.1 million

See “Item 7. Management’s Discussion and Analysis of Financial Condition and Resuits of Opera-
tions — Results of Operations — CDFS Business” and Note 10 to ProLogis’ Consolidated Financial State-
ments in Item 8.

Market Presence

ProLogis’ CDFS business segment operates in substantially all of Prologis’ property operations
segment’s markets. At December 31, 2003, ProLogis had properties under development in six markets in the
United States, two markets in Mexico, 12 markets in six countries in Europe and in Japan (Tokyo, Nagoya
and Osaka). At December 31, 2003, the land positions owned by ProLogis were located in 27 markets in the
United States, four markets in Mexico and 19 markets in ten countries in Europe. At December 31, 2003,
ProLogis had begun development on all of its land holdings in Japan.

Competition

Until recently, ProLogis has been the only owner of distribution properties and provider of services
operating on a global basis. As such, ProLogis believes it has differentiated itself from many of its competitors.

There are a number of other national, regional and local developers engaged in industrial distribution
property development in the North American markets where ProLogis conducts business. ProLogis competes
with these developers for land acquisition and development opportunities. The disposition market in North
America is very competitive and is driven by the supply of new developments, access to capital and interest
rate levels. A key component of ProLogis’ success in the CDFS business segment in North- America will
continue to be its ability to develop and timely lease properties that will generate profits when contributed or
sold and its ability to continue to access private capital that allows for the continued acquisition of Prologis’
properties by the property funds.

ProLogis” competition in the CDFS business segment in Europe generally comes from local and regional
developers in its target markets as opposed to pan-European real estate companies. As in North America, the
disposition market in Europe is very competitive and is driven by the supply of new developments, access to
capital and interest rate levels. With respect to its development activities in Europe, ProLogis believes that it
has a competitive advantage due to the strategic locations of its land positions owned or under control in
Europe and due to its personnel who are experienced in the land entitlement process.

ProLogis has identified one other North American industrial distribution development company who is in
direct competition with its CDFS business segment in Japan. ProLogis believes that it has an advantage over
the local development companies in Japan due to its global experience in the development of industrial
distribution properties and its global customer base.

Customers

ProLogis uses the customer relationships that it has dei’eloped through its property operations segment
activities and the ProLogis Operating System in marketing its CDFS business. See “-— Property Opera-
tions — Customers™ and “— ProLogis Management.” In 2003, approximately 51% of the customers that
leased distribution space in ProLogis’ CDFS business segment properties were repeat customers of ProLogis.
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Employees

Prologis directly employs approximately 725 persons. ProLogis’ employees work in North America
(approximately 460 persons), in nine countries in Europe (approximately 240 persons) and in Asia, primarily
in Japan (approximately 25 persons). Of the total, approximately 115 employees are assigned to the CDFS
business segment. ProLogis’ other employees may assist with CDFS business segment activities. ProLogis
believes that its relationships with its employees are good. ProLogis’ employees are not represented by a
collective bargaining agreement.

Seasonal Nature of the Business

" The demand for industrial distribution properties that are developed or acquired in the CDFS business
segment is not seasonal in nature. However, the development process can be impeded by weather in certain
markets, particularly during the winter months, affecting the scheduling of development activities and
potentially delaying construction completions.

Future Plans

ProLogis’ success in the CDFS business segment depends on its ability to develop and timely lease
properties and its access to private capital that can be used by a property fund to acquire properties that have
been developed or acquired in this segment. ProLogis believes that the reconfiguration of supply chains driven
by the need for distribution space users to add efficiencies within their distribution networks will continue to
favorably impact the demand for distribution properties and the distribution-related services that ProLogis
offers in the CDFS business segment. Also, the limited supply of state-of-the-art distribution space in Europe
and Japan could also provide opportunities within this operating segment.

Prologis intends to utilize the capital generated through the contributions and sales of properties, the
proceeds from public debt offerings that take advantage of favorable market conditions and its short-term
borrowing facilities to fund its future CDFS business activities.

ProLogis is committed to offer to contribute its stabilized developed properties available in specific
markets in Europe to ProLogis European Properties Fund through September 2019 and all of its stabilized
developed properties available in Japan to ProLogis Japan Properties Fund through June 2006. ProLogis
believes that, while the current capital commitments and borrowing capacities of these property funds will be
expended prior to the expiration dates of these commitments, each property fund does have sufficient capital
to acquire the properties that ProLogis expects to have available during 2004.

Prologis’ commitment to offer to contribute certain of its stabilized developed properties in North
America to ProLogis North American Properties Fund V expired at the end of 2003. However, ProLogis
North American Properties Fund V did acquire two properties from ProLogis in January 2004. While
ProLogis North American Properties Fund V’s majority owner is a listed property trust in Australia that is
able to raise capital in the public market, there can be no assurance that ProLogis North American Properties
Fund V will have the available capital to acquire additional properties from ProLogis in 2004 or, if capital is
available, that ProLogis North American Properties Fund V will want to use its capital to acquire properties
from ProLogis. Further, there can be no assurance that ProLogis will continue to offer to contribute properties
to ProLogis North American Properties Fund V. ‘

There can be no assurance that if existing property funds do not continue to acquire the properties that
ProLogis has available, that ProLogis will be able to secure other sources of private equity capital such that it
can contribute or sell these properties in a timely manner and allow ProLogis to continue to generate profits
from its development activities in a particular reporting period.

See the discussion of factors that could affect the future plans of ProLogis, in the CDFS business
segment at “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
— Risk Factors.” :
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ProLogis Management

ProLogis’ management team is headed by its Chairman and Chief Executive Officer, K. Dane Brooksher
and its Vice Chairman and Chief Investment Officer, Irving F. Lyons ITI. Mr. Brooksher and Mr. Lyons are
members of ProLogis’ Board of Trustees (the “Board”). On March 25, 2003, ProLogis announced that
Mr. Brooksher would relinquish his role as Chief Executive Officer of ProLogis on December 31, 2004 and
that Mr. Lyons would relinquish his role as Vice Chairman and Chief Investment Officer of ProLogis on that
same date. Mr. Brooksher will remain as Pl‘OLOng Chairman of the Board and Mr. Lyons will remain as a
member of the Board and will serve as Chairman of the Board’s investment committee. The Board’s
succession committee has been working with the full Board on succession planning and transition issues.

ProLogis’ investments and operations are overseen by Jeffrey H. Schwartz, Presidént of International
Operations and President and Chief Operating Officer — Asia, John W. Seiple, Jr., President and Chief
Investment Officer — North America, Robert J. Watson, President of North American Operations and
Steven K. Meyer, President and Chief Operating Officer — Europe. Further, in North America, each of
ProLogis’ four regions (Mid-Atlantic, Southeast, Central/Mexico and Pacific) is led by two senior members
of the management team — one who is responsible for capital management and one who is responsible for
capital deployment. The three regions in Europe (Northern and Central Europe, Southern Europe and the
United Kingdom) are each led by a senior officer who has both capital management and capital deployment
responsibilities. In Japan, the capital management and capital deployment responsibilities are primarily those
of Mr. Schwartz and there are two senior officers in Japan who work closely with Mr. Schwartz, primarily in
the area of capital deployment. This structure will continue in Japan until such time as the volume of
investments and the level of operations demonstrate the need for additional managers. At this time, ProLogls
has one senior officer in China.

ProLogis maintains a Code of Ethics and Business Conduct applicable to its Board and all of its officers
and employees, including the principal executive officer, the principal financial officer, the principal
accounting officer, the controller or persons performing similar functions. A copy of ProLogis” Code of Ethics
and Business Conduct is available on ProLogis’ website, www.prologis.com. In addition to being accessible
through ProLogis’ website, copies of ProLogis’ Code of Ethics and Business Conduct can be obtained, free of
charge, upon written request to Investor Relations, 14100 East 35th Place, Aurora, Colorado 80011. Any
amendments to or waivers of ProLogis’ Code of Ethics and Business Conduct that apply to the principal
executive officer, the principal financial officer, the principal accounting officer, the controller or persons
performing similar functions and that relate to any matter enumerated in Item 406 (b) of Regulatlon S-K, w1]1
be disclosed on ProLogis’ websité.

The reference to ProLogis’ website address does not constitute incorporation by reference of the
information contained in the website and such information should not be considered to be part of this
document.

ProLogis’ Operanng System

ProLogis’ management team is respon51ble for overseeing the use the ProLogis Operating System, the
cornerstone of ProLogis’ business strategy, to allow ProLogis to achieve long-term sustainable growth in cash
flow and increase the overall return on equity for its shareholders. The ProLogis Operating System is a
proprietary property management and customer service delivery system that has been designed to assist
ProLogis’ professional management team in providing a unique and disciplined approach to serving existing
and prospective customers. ProLogis believes that, through the ProLogis Operating System, it is, and will
continue to be, well positioned to leverage its customer relationships to generate additional business
opportunities.

Capital Management and Capital Deployment

Within the ProLogis Operating System, ProLogis has a team of professionals who are responsible for
managing and leasing the properties owned by ProLogis and the property funds. These capital management
team members are part of the Market Services Group. ProLogis has 38 Market Officers who are primarily
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responsible for understanding and meeting the needs of existing and prospective customers in their respective
markets. The Market Officers, along with their team of property management and leasing professionals, use
their knowledge of local market conditions to assist the Global Services Group in identifying and accommo-
dating those customers with multiple market requirements and assist in the marketing efforts directed at those
customers. The Market Officers’ ability to serve customers in the local market is enhanced by their access to
Prologis’ national and international resources. The focus of the Market Officers has been, and continues to be,
on: (i) managing the capital invested in their markets; (ii) creating and maintaining relationships with
customers, potential customers and industrial brokers; (iii) leasing ProLogis’ properties; and (iv) identifying
potential acquisition and development opportunities in their markets. '

Capital deployment is the responsibility of a team of professionals who focus on ensuring that ProLogis’
capital resources are deployed in an efficient and productive manner that will best serve ProLogis’ long-term
objective of increasing shareholder value. The team members responsible for capital deployment evaluate both
acquisition and development opportunities in light of the market conditions in their respective regions and
ProLogis” overall goals and objectives. In North America the capital deployment and capital management
functions are divided between two senior officers in each region due to the level of investments in each region.
In Europe, the responsibilities for capital deployment and capital management are shared by one senior officer
in each region who rely heavily on country officers to assist them in carrying out their responsibilities. Capital
deployment officers work closely with the Global Development Group on creating industry-leading distribu-
tion properties and master-planned distribution parks utilizing the extensive experience of the Global
Development team members in the development and construction of generic industrial distribution properties
that appeal to a wide variety of customers. The Global Development Group incorporates the latest technology
with respect to building design and systems and has developed standards and procedures that it strictly adheres
to in the development of all properties to ensure that properties developed by ProLogis are of a consistent
quality.

Customer Service

The Global Services Group provides service to a group of the largest users of distribution space that
ProLogis has identified as its targeted customer base. The Global Services Group’s primary focus is to position
ProLogis as the preferred provider of distribution space to these targeted customers. The professionals in the
Global Services Group also seek to build long-term relationships with ProLogis’ existing customers. The
Global Services Group is dedicated to providing a single point of contact for multi-location global users of
distribution space to simplify and streamline the execution of such customers’ distribution space plans.

The ProLogis Solutions Group was formed to address ProLogis’ customers’ distribution and logistics
needs by consulting with them on distribution network matters and by providing them with access to material
handling equipment. The distribution-related consulting services available to customers by the ProLogis
Solutions Group includes network optimization tools, strategic site selection, business location services
(including tax incentive analysis and tax negotiation consulting) and design consulting services. ProLogis
believes that the services provided by the ProLogis Solutions Group can strengthen its customer relationships.

Trustees

K. Dane Brooksher — 65 — Mr. Brooksher has servéd as a Trustee since October 1993. Mr. Brooksher
has been Chairman and Chief Executive Officer of ProLogis since March 1999 and he was Co-Chairman and
Chief Operating Officer of ProLogis from November 1993 to March 1999. Prior to joining ProLogis,
Mr. Brooksher was Area Managing Partner and Chicago Office Managing Partner of KPMG Peat Marwick
(now KPMG LLP), independent public accountants, where he served on the Board of Directors and
Management Committee and as International Development Partner for Belgium and The Netherlands.
Mr. Brooksher is a Director of Butler Manufacturing Company, the National Association of Manufacturers,
Pactiv Corporation and Colorado Forum, a not-for-profit organization. Mr. Brooksher serves as an Advisory
Board Member of the J.L. Kellogg School of Management of Northwestern University. Mr. Brooksher will
begin a term as a Director of Qwest Communications International, Inc. in April 2004. Mr. Brooksher’s term
as Trustee expires in 2005.
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Irving F. Lyons, III — 54 — Mr. Lyons has served as a Trustee since March 1996. Mr. Lyons has been
Vice Chairman of ProLogis since December 2001 and Chief Investment Officer of ProLogis since March
1997. Mr. Lyons was President of ProLogis from March 1999 to December 2001, Co-Chairman of ProLogis
from March 1997 to March 1999 and Managing Director of ProLogis from December 1993 to March 1997.
Prior to joining ProLogis, Mr. Lyons was the Managing Partner of King & Lyons, a San Francisco Bay Area
industrial real estate development and management company, since its inception in 1979. Mr. Lyons’ term as
Trustee expires in 2006. '

Stephen L. Feinberg — 59 — Mr. Feinberg has served as a Trustee since January 1993. Mr. Feinberg has
been Chairman of the Board and Chief Executive Officer of Dorsar Investment Co., Inc., a diversified holding
company with interests in real estate and venture capital, since 1970. Mr. Feinberg is also a Director of
Security Capital Preferred Growth, an affiliate of Security Capital Group Incorporated (““Security Capital”),
previously ProLogis’ largest shareholder (see Note 7 to ProLogis’ Consolidated Financial Statements in
Item 8), Continental. Transmission Corporation, MetaMetrics, Inc., St. John’s College, The Santa Fe
Institute and The Feinberg Foundation, Inc. He was formerly Chairman of the Board of St. John’s College
and a former Director of Farrar, Strauss and Giroux, Inc. (a private publishing company), Molecular
Informatics, Inc., Border Steel Mills, Inc., Springer Building Materials Corporation, Circle K Corporation,
EnerServ-Products, Inc, and Texas Commerce Bank-First State. Mr. Feinberg’s term as Trustee expires in
2004.

George L. Fotiades — 50 — Mr. Fotiades has served as a Trustee since December 2001. Mr. Fotiades is
President and Chief Operating Officer of Cardinal Health, Inc., a provider of services supporting the health-
care industry. Prior thereto, Mr. Fotiades was President and Chief Executive Officer of Life Services Products
and Services, a unit of Cardinal Health Inc. Mr. Fotiades was President and Chief Operating Officer of R. P.
Scherer Corporation (which was merged into Cardinal Health, Inc. in- August 1998), Executive Vice
President and Group President from 1996 to 1998 and Group President of the Americas and Asia Pacific from
1996 to 1998. Mr. Fotiades’ term as Trustee expires in 2006.

Donald P. Jacobs — 76 — Mr. Jacobs has served as a Trustee since February 1996, Mr. Jacobs has been
a faculty member of the J.L. Kellogg School of Management of Northwestern University since 1957 and
Mr. Jacobs is currently Dean Emeritus, having served as Dean from 1975 until 2001. Mr. Jacobs is a Director
of Hartmarx Corporation; Terex Corporation and CDW Computer Centers. Mr. Jacobs was formerly a
Director of Commonwealth Edison and its parent company, Unicom and he was formerly the Chairman of the
Public Review Board of Andersen Worldwide. Mr. Jacobs was Chairman of the Advisory Committee of the
Oversight Board of the Resolution Trust Corporation for the third region from 1990 to 1992, Chairman of the
Board of AMTRAK from 1975 to 1979, Co-Staff Director of the Presidential Commission on Financial
Structure and Regulation from 1970 to 1971 and Senior Economist for the Banking and Currency Committee
of the U.S. House of Representatives from 1963 to 1964. Mr. Jacobs’ term as Trustee expires in 2004.

Neelie Kroes — 62 — Ms. Kroes was appointed as a Trustee in May 2002. Ms. Kroes is a member of the
Supervisory Boards of Volvo Group (Sweden) and the Thales Group. Ms. Kroes served as President of
Nyenrode University, a private university in The Netherlands, from May 1991 to April 2000. Prior thereto,
Ms. Kroes held various logistics-related positions in the Dutch government, including Cabinet Minister of
Transportation, Public Works and Telecommunication. Ms. Kroes was an assistant professor for transport
areas at Erasmus University in Rotterdam, The Netherlands from May 1965 to August 1971. Ms. Kroes
serves on various advisory boards- including P&O Nedlloyd, Lucent Technologies B.V. and Nederlands
Spoorwegen NV (Dutch Railways). Ms. Kroes’ term as Trustee expires in 2005.

Kenneth N. Stensby — 64 — Mr. Stensby has served as a Trustee since March 1999. Mr. Stensby has
been Senior Vice President, Mortgage Origination, with Heitman Real Estate Investment Management since
September 2003. Mr. Stensby was a Director of Meridian Industrial Trust Inc. from 1996 to March 1999,
when it was merged with and into ProLogis. Mr. Stensby was President and Chief Executive Officer of United
Properties, a Minneapolis-based diversified real estate company, from 1974 until his retirement in January
1995. Mr. Stensby is past President of the National Association of Industrial and Office Parks and was a
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Director of First Asset Realty Advisors, a pension advisory subsidiary of First Bank of ancapohs and
Corner House. Mr. Stensby’s term as Trustee expires in 2003.

D. Michael Steuert — 55 — Mr. Steuert was appointed as a Trustee in September 2003. Mr. Steuert has
been Senior Vice President and Chief Financial Officer of Fluor Corporation, a publicly owned engineering
and construction firm, since 2001. Mr. Steuert was Senior Vice President and Chief Financial Officer of Litton
Industries, Inc. from 1999 to 2001. Prior thereto, Mr. Steuert was Senior Vice President and Chief Financﬁial
Officer for GenCorp, Inc. Mr. Steuert has served as a Trustee of the Mental Health Association of Summit
County (Ohio), regional director of the Financial Executive’s Institute and Director of GenCorp, Inc. board
of directors. Mr. Steuert’s term as Trustee expires in 2004.

J. André Teixeira — 51 — Mr. Teixeira has served as a Trustee since February 1999. Mr. Teixeira is
Vice President, Global Innovation and Development, Interbrew, Belgium, a publicly traded brewer. He was
Chairman and Senior Partner with BBL Partners LLC, Moscow, Russia, a consulting and trading company
specializing in the food and food ingredient industry, from 2001 to 2002 and he was the President of
Coca-Cola for the Russia and Ukraine region, General Manager of Coca-Cola Russia, Ukraine and Belarus
and Head of Representation for the Coca-Cola Export Corporation, Moscow from 2000 to 2001, Mr. Teixeira
was General Manager/President of the Coca-Cola Ukraine and Belarus region, Kiev from 1998 to 2000 and
was with Coca-Cola in various capacities since 1978. Mr. Teixeira’s term as Trustee expires in 2004,

William D. Zollars — 56 — Mr. Zollars has served as a Trustee since June 2001. Mr. Zollars has been
Chairman, President and Chief Executive Officer of Yellow Corporation, a holding company specializing in
transportation of industrial, commercial and retail goods, since 1999. From 1996 to 1999, Mr. Zollars was
President of Yellow Freight System Inc., Yellow Corporation’s principal operating subsidiary, and he was a
Senior Vice President of Ryder Integrated Logistics, Inc. from 1994 to 1996. Mr. Zollars is a Director of
Butler Manufacturing Co. Mr. Zollars’ term as Trustee expires in 2006.

Senior Officers

Jeffrey H. Schwariz — 44 — President of International Operations since March 2003 and President and
Chief Operating Officer — Asia since March 2002. Mr. Schwartz was President and Chief Executive Officer
of Vizional Technologies, Inc. (“Vizional Teghnologies™), an unconsolidated investee of ProLogis (see Note 4
to ProLogis’ Consolidated Financial Statements in [tem 8) from September 2000 to February 2002. From
October 1994 to August 2000, Mr. Schwartz was with ProLogis, most recently as Vice Chairman for
International Operations. Prior to originally joining ProLogis in October 1994, Mr. Schwartz was a founder
and managing partner of The Krauss/Schwartz Company, an industrial real estate developer in Florida.

Steven K. Meyer — 55 — President and Chief Operating Officer — Europe since January 2004.
Mr. Meyer was Managing Director of ProLogis from December 1998 to January 2004, where he had capital
deployment responsibilities for the Central/Mexico region and has been with ProLogis in various capacities
since September 1994. Prior to joining ProLogis, Mr. Meyer was an Executive Vice President with Trammell
Crow Company, a diversified commercial real estate company in North America.

John W. Seiple, Jr. — 45 — President of North America since December 2001 and Chief Investment
Officer — North America since February 2004. Mr. Seiple was Chief Operating Officer — North America of
ProLogis from December 1998 to February 2004 and has been with ProLogis in various capacities since
October 1993. Mr. Seiple is a Director of Insight Inc. (an unconsolidated investee of ProLogis — see Note 4
to ProLogis’ Consolidated Financial Statements in Item 8). Prior to joining ProLogis, Mr. Seiple was a Senior
Vice President with Trammell Crow Company, a diversified commercial real estate company in North
America.

Robert J. Watson — 54 — President of North American Operations since February 2004. Mr. Watson
was President and Chief Operating Officer — Europe of ProLogis from December 1998 to January 2004 and
has been with ProLogis in various capacities since November 1992. Prior to joining ProLogis, Mr. Watson was
the Regional Partner for Southwest United States Real Estate with Trammell Crow Company, a diversified
commercial real estate company in North America.
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Walter C. Rakowich — 46 — Managing Director and Chief Financial Officer of ProLogis since Decem-
ber 1998, where he is responsible for worldwide corporate finance. Mr. Rakowich has been with ProLogis in
various capacities since July 1994. Prior to joining ProLogis, Mr. Rakowich was a consultant to ProLogis in
the area of due diligence and acquisitions and he was a Principal with Trammell Crow Company, a diversified
commercial real estate company in North America.

Edward S. Nekritz — 38 — Managing Director of ProLogis since December 2002, General Counsel of
ProLogis since December 1998 and Secretary of ProLogis since March 1999, where he oversees the provision
of all legal services for ProLogis and is responsible for ProLogis’ Risk Management and Asset Services
departments. Mr. Nekritz has-been with ProLogis in various capacities since September 1995. Prior to joining
ProLogis, Mr. Nekritz was an attorney with Mayer, Brown & Platt (now Mayer, Brown, Rowe & Maw LLP).

Paul C. Congleton — 49 — Managing Director of ProLogis since September 1999, where he is responsi-
ble for Fund Management and Real Estate Research in North America. Mr. Congleton has been with
ProLogis in various capacities since January 1995. Prior to joining ProLogis, Mr. Congleton was Managing
Principal with Overland Company, a property management leasing and consulting company based in Arizona.

Alan J. Curtzs—— 56 — Managmg Director of ProLogis since December 2002, where he has capital
management and deployment responsibilities for the United Kingdom. Mr. Curtis has been with ProLogis or
an investee of ProLogis in various capacities since June 1997. Prior thereto, Mr. Curtis was with Gazely
Properties as a Senior Development Surveyor with responsibilities for the Midlands market of the United
Kingdom.

Ranald A. Hahn — 48 -— Managing Director of ProLogis since December 2002, where he has capital
management and deployment responsibilities for Southern Europe. Mr. Hahn has been with ProLogis in
various capacities since March 1999. Prior to joining ProLogis, Mr. Hahn was the International Business
Development Director of GSE, a French logistics construction company.

John R. Rizzo — 54 — Managing Director of ProLogis since December 2000, where he is responsible for
the Global Development Group in North America. Mr. Rizzo has been with ProLogis in various capacities
since January 1999. Prior to joining ProLogis, Mr. Rizzo was Senior Vice President and Chief Operating
Officer of Perini Management Services Incorporated, an affiliate of Perini Corporatlon which is a construction
managemént and general contracting firm.

Robin P. R. von Weiler — 47 — Managing Director of ProLogis since December 1999, where he has
capital management and deployment responsibilities for Northern and Central Europe. Mr. von Weiler has
been with Prologis in various capacities since October 1997, Prior to joining ProLogis, Mr. von Weiler was
with DTZ Zadelhoff V.O.F., part of DTZ Debenham Tie Lung, in Rotterdam, The Netherlands, most
recently as Vice Managing Directof, Real Estate Agent and Corporate Advisor.

Gary E. Anderson — 38 — Senior Vice President of ProLogis since'May 2003, where he has capital
deployment responsibilities for the Central/Mexico region. Previously, Mr. Anderson was a Market Officer for
ProLogis’ New Jersey markets and he has been with-ProLogis in various capacities since August 1994. Prior to
joining ProLogis, Mr. Anderson was with Security Capital, previously ProLogis’ largest shareholder, as a
member of its Management Development Program.

Bert Angel — 47 — Senior Vice President of ProLogis since December 2003, where he oversees the
Global Services Group in Europe. Previously, Mr. Angel was a First Vice President of ProLogis with similar
responsibilities.and he has been with ProLogis in various capacities since May 1998. Prior to joining ProLogis,
Mr. Angel was the International Marketing and Sales Director for the Port of Rotterdam, the largest port in
the world.

Gregory J. Arnold — 48 — Senior Vice President of ProLogis since December 2001, where he oversees
the Global Services Group in North America. Mr. Arnold has been with ProLogis in various capacities since
May 1994. Prior to joining ProLogis, Mr. Arnold was an Equity Vice President with LaSalle Partners (now
Jones Lang LaSalle), a corporate real estate advisory firm.
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Patrick J. Boot — 39 — Senior Vice President of ProLogis since January 2003, where he has responsibil-
ity for Real Estate Research in China and for the establishment of ProLogis” operations in China. Prior to
joining ProLogis, Mr. Boot was Executive Vice President and Executive Director of Property Investment
Advisors Indonesia/P.T. Sanggraha Daksamitra, a real estate development and leasing company in Indonesia.

Eric D. Brown — 43 — Senior Vice President of ProLogis since January 2004, where he has capital
management responsibilities for the Central/Mexico region. Previously, Mr. Brown was a Market Officer for
ProLogis’ San Antonio and Reynosa, Mexico markets and he has been with ProLogis in capacities since May
1994. Prior to joining ProLogis, Mr. Brown was a Partner and Vice President of Crow Barshop Properties,
Inc., an industrial real estate management and leasing company in San Antonio.

Ken R. Hall — 53 — Senior Vice President of ProLogis since December 2002, where he oversees the
Global Development Group in Europe. Mr. Hall has been with ProLogis or an investee of ProLogis in various
capacities since July 1998. Prior thereto, Mr. Hall was a Managing Director of Birse Construction, a
development company in the United Kingdom.

Larry H. Harmsen — 43 — Senior Vice President of ProLogis since December 2001, where he has
capital deployment responsibilities for the Pacific region. Mr. Harmsen has been with ProLogis in various
capacities since February 1995, Prior to joining ProLogis, Mr. Harmsen was a Vice President and General
Partner with Lincoln Property Company, a diversified national real estate operating company.

M. Gordon Keiser, Jr. — 59 — Senior Vice President of ProLogis since October 1995 and Treasurer of
Prologis since December 1998, where he is responsible for relationships with ProLogis’ lenders. Mr. Keiser
has been with ProLogis in various capacities since October 1995. Prior to joining ProLogis, Mr. Keiser was
Senior Vice President of JMB Realty Corporatlon with responsibilities for corporate finance and capital
markets financing.

Douglas A. Kiersey, Jr. — 43 — Senior Vice President of ProLogis since December 2001, where he has
capital deployment responsibilities for the Mid-Atlantic region. Mr. Kiersey has been with ProLogis in various
capacities since May 1994. Prior to joining ProLogis, Mr. Kiersey was a member of the Industrial/ Technology
.Group at Cushman & Wakefield of Oregon, Inc., a real estate brokerage and services company.

W. Scott Lamson — 41 — Senior Vice President of ProLogis since March 2003, where he has capital
management responsibilities for the Pacific region. Previously, Mr. Lamson was a Market Officer for
ProLogis’ San Francisco markets and he has been with ProLogis in various capacities since June 1995. Prior to
joining ProLogis, Mr. Lamson was a Vice President with Commercial Property Services, a commercial real
estate company with responsibilities in the San Francisco market.

Luke A. Lands — 47 — Senior Vice President and Controller of ProLogis since August 2000, where he
supervises ProLogis’ accounting, financial reporting and financial forecasting functions. Mr. Lands has been
with ProLogis in various capacities since January 1996. Prior to joining ProLogis, Mr. Lands was Vice
President of SCG Realty Services, an affiliate of Security Capital. Prior thereto, Mr. Lands was Vice
President and Controller for Lincoln Property Company, a diversified national real estate operating company.
Mr. Lands is a Certified Public Accountant.

Brian N. Marsh — 39 — Senior Vice President of ProLogis since January 2004 where he has capital
management responsibilities for the Mid-Atlantic Region. Previously, Mr. Marsh was a Market Officer for
ProLogis’ Columbus, Ohio market and he has been with ProLogis in various capacities since January 1995.
Prior to joining ProLogis, Mr. Marsh was an Associate with The Pizzuti Compames .an industrial real estate
company in Columbus, Ohio. ,

Debra A. McRight — 44 — Senior Vice President of Prologis since December 1999, where she is
responsible for client services and property management operations in North America. Ms. McRight has been
with ProLogis in various capacities since September 1995. Prior to joining ProLogis, Ms. McRight was with
Paragon Group, Inc., a full service real estate company, where she was responsible for property management
operations in St. Louis, Missouri.
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Masato Miki — 39 — Senior Vice President of ProLogis since January 2004, where he is responsible for
acquisition activities and capital raising in Japan. Previously, Mr. Miki was a First Vice President of ProLogis
with similar responsibilities in Japan and he has been with ProLogis since August 2002. Prior to joining
ProLogis, Mr. Miki was Vice President of Mitsui Fudosan Investment Advisors, Inc., an affiliate of Mitsui
Fudosa Co., Ltd., a comprehensive real estate company in Japan.

Charles E. Sullivan — 46 — Senior Vice President of ProLogis since December 2001; where he has
capital management responsibilities for the Southeast region. Mr. Sullivan has been with ProLogis in various
capacities since October 1994. Prior to joining ProLogis, Mr. Sullivan was an Industrial Broker with Cushman
& Wakefield of Florida, a real estate brokerage and services company.

Neville D. E. Teagarden — 40 — Senior Vice President and Chief Information Officer of ProLogis since
September 2003, where he is responsible for development and implementation of ProLogis’ global business
technology systems. Prior to joining ProLogis, Mr. Teagarden was the Chief Information Ofﬁcer of Navigant
International, a provider of travel management services.

Peter R. S. Wittendorp — 38 — Senior Vice President of ProLogis since December 2003 where he has
Global Capital and Fund Management responsibilities in Europe. Previously, Mr. Wittendorp was a First Vice
President of ProLogis with similar responsibilities in Europe and he has been with ProLogis since September
2001. Prior to joining ProLogis, Mr. Wittendorp was an independent real estate consultant and he also served
as Coordinating Fund Manager and Executive Vice President of the real -estate investment group of ABP
Investments.

Mike Yamada — 50 — Senior Vice President of ProLogis since January 2004, where he is responsible for
development activities in Japan. Previously, Mr. Yamada was a First Vice President of ProLogis with similar
responsibilities in Japan and he has been with ProLogis since April 2002. Prior to joining ProLogis,
Mr. Yamada was a Senior Officer of Fujita Corporation, a construction company in Japan.

Environmental Matters

Under various federal, state and local laws, ordinances and regulations, a current or previous owner,
developer or operator of real estate may be liable for the costs of removal or remediation of certain hazardous
or toxic substances at, on, under or in its property. The costs of removal or remediation of such substances
could be substantial. Such laws often impose liability without regard to whether the owner or operator knew of,
or was responsible for, the release or presence of such hazardous substances. The presence of such substances
may adversely affect the owner’s ability to sell such real estate or to borrow funds by using such real estate as
collateral. ProLogis has not been notified by any governmental authority of any non-compliance, liability or
other claim in connection with any of the properties owned (directly or through investments in property
funds), or being acquired, as of December 31, 2003, and ProLogis is not aware of any environmental condition
with respect to any of its properties that is likely to have a material adverse effect on ProLogis’ business,
financial condition or results of operations. ProLogis or the predecessor owners have subjected each of its
properties to an environmental assessment (which may not involve invasive procedures such as soil sampling
or ground water analysis) by independent consultants. While some of these asséssments have led to further
investigation and sampling, none of these environmental assessments have revealed, nor is ProLogis aware of,
any environmental liability (including asbestos-related liability) that ProLogis believes would have a material
adverse effect on its business, financial condition or results of operations. No assurance can be given, however,
that these assessments and investigations have revealed or will reveal all potential environmental liabilities,
that no prior owner or operator created any material environmental condition not known to ProLogis or the
independent consultants or that future uses or conditions (including, without limitation, customer actions or
changes in applicable environmental laws and regulations) will not result in unreimbursed costs relating to
environmental liabilities. See “Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Risk Factors.”
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Insurance Coverage

ProLogis and its unconsolidated investees carry comprehensive insurance coverage. ProLogis determines
the type of coverage and the policy specifications and limits based on what it deems to be the risks associated
with its ownership of properties and other of its business operations in specific markets. Such coverage
includes property, liability, fire, flood, earthquake, environmental, terrorism, extended coverage and rental loss.
ProLogis believes that its insurance coverage contains policy specifications and insured limits that are
customary for similar properties, business activities and markets and ProLogis believes its properties and the
properties of its unconsolidated investees are adequately insured. However, an uninsured loss could result in
loss of capital investment and anticipated profits. See “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Risk Factors.”

ITEM 2. Properties
Industrial Distribution Properties

ProLogis has directly invested in real estate assets that are primarily generic industrial distribution
properties. Due to the costs associated with retrofitting service center space for new customers, ProLogis has
acquired properties containing service center space on a very limited basis. Generally, service center space has
been acquired as part of portfolio acquisitions in which the majority of the properties being acquired were
generic industrial distribution properties. In Japan, ProLogis’ distribution properties will generally be multi-
level centers, which. is common in Japan due to the high cost and limited availability of land. ProLogis’
properties are typically used for storage, packaging, assembly, distribution and light manufacturing of
consumer and industrial products. Based on the square footage of operating properties directly owned by
ProLogis at December 31, 2003, 87% of ProLogis’ properties are used for bulk distribution with the remaining
properties used for light manufacturing and assembly (11%) and for other purposes, primarily service centers,
(2%).

All operating properties are part of the property operations segment. ProLogis has commitments with
certain property funds that require ProLogis to offer to contribute certain of its stabilized developed properties
to those property funds, subject to certain conditions, upon completion. All properties under development are
part of the CDFS business segment. Regardless of ProLogis’ intent with respect to a property (i.e., direct,
long-term investment or expectation of future contribution or sale), all properties that are classified as
operating properties are included in the property operations segment while they are directly owned by
ProLogis.

Geographic Distribution

ProLogis has direct ownership of 1,279 distribution properties (operating and under development) in
North America, Europe and Japan at December 31, 2003. In North America, properties that are owned
directly by ProLogis are located in 38 markets (including three cities that are not target markets) in 23 states
and the District of Columbia in the United States, and in four markets in Mexico. In Europe, the properties
that are owned directly by ProLogis are located in 19 markets in eight countries. In Japan, the properties that
are owned directly by ProLogis are currently reflected in one market that includes Tokyo, Osaka and Nagoya.
ProLogis defines its markets based on the concentration of properties in a specific area. A market, as defined
by ProLogis, can be a metropolitan area, a city, a subsection of a metropolitan area, a subsection of a city or a
region of a state or country. Accordingly, the actual location of each market may not be easily identifiable by
the name given to the market by ProLogis. Such markets are identified below along with the major
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metropolitan areas or cities located in that market to assist in understanding the information presented in the
tables that follow in Item 2.
 United States: _
1-81 Corridor, Pennsylvania ............ Allentown, Bethlehem, Harrisburg
1-95 Corridor, New Jersey ............. Cranbury, Newark, Secaucus, Trenton

Los Angeles/Orange County, California..  Los Angeles and Orange County
metropolitan areas

Europe:
France:
Central ........... ... i i Orleans, Paris, Vatry
East... ... .. Metz
North. . ... Lille, Le Havre
South........ ... . . L Lyon, Marseille
Germany:
Rhine/Main ............ ... ... . ..., Frankfurt
Rhine/Ruhr ....................... Cologne, Dortmund, Dusseldorf
South. ... i Munich '
Netherlands
South. . ... Haaften, Tilburg, Veghel, Venlo
Poland: ‘
Central ........................... Piotrkow
South..........0 . ... i i Bedzin
West ... Poznan
United Kingdom:
East Midlands ..................... Bedfordshire, Coalville, Corby, Davcntry,
‘ : Leicester, Northampton
London and Southeast. .............. London, Hemel Hempstead, Thurrock
North.......... A, Leeds, Wakefield, Crewe
West Midlands . .................... Banbury, Birmingham, Coventry, Rugby
Asia
Japan........ . .. Nagoya, Osaka, Tokyo

The table below illustrates the geographic distribution of ProLogis’ portfolio of directly owned operating
properties and properties under development. The table excludes land held for future development. The table
includes properties owned by ProLogis and its consolidated subsidiaries and partnerships, which may not be
100% owned by ProLogis (see “— Real Estate Partnerships”). The table does not include properties that are
owned by the property funds or Prologis’ other unconsolidated investees which are discussed under
“— Unconsolidated Investees.”

December 31,

‘ 2003 2002
Percentage of Percentage of
Number of Assets Based Number of Assets Based
Properties on Cost(1) Properties on Cost(1)
North American Markets:
United States: v
Atlanta, Georgia .. .......... ... ... ... e 80 4.89% 84 5.22%
Austin, TeXas ... ..ottt 27 1.24 27 1.31
Charlotte, North Carolina . ..................... 33 2.58 30 2.20




December 31,

2003 2002
Percentage of Percentage of
Number of Assets Based Number of Assets Based

Properties on Cost(1) Properties on Cost(1)

Chattanooga, Tennessee . . ...................... 5 029 5 0.30
Chicago, THNOIS . ...\ eeeeiee e, 61 6.26 59 . 607
Cincinnati, Ohio .. ... ... ... i 42 2.19 39 1.95
Columbus, Ohio .. ..o i e 32 3.38 29 2.93
Dallas/Ft. Worth, Texas ....................... 125 8.09 127 8.52
Denver, Colorado ........... .. ... ... i ... 25 1.46 25 1.52
ElPaso, Texas .......oovriinniinnnienennn. 18 1.34 19 1.24
Ft. Lauderdale/Miami, Florida........... R 14 1.19 11 0.92
Houston, Texas ............. ... .o 91 4.58 92 4.86
1-81 Corridor, Pennsylvania..................... 3 0.87 3 0.92
[-95 Corridor, New Jersey..........o...coovnn. 26 2.50 28 2.98
Indianapolis, Indiana ....... e e 43 2.45 43 2.53
Kansas City, Kansas/Missouri .................. 29 1.15 29 1.19
Las Vegas, Nevada............................ 17 1.72 17 1.80
Los Angeles/Orange County, California(2) ....... 2 0.70 2 0.94
Louisville, Kentucky . ......... ... .. inet. 7 0.66 7 0.64
Memphis, Tennessee .............ccooo .. 47 3.48 48 4.07
Nashville, Tennessee .........oviirerereinenn.. 41 2.06 31 1.72
Oklahoma City, Oklahoma ..................... 6 0.22 6 0.22
Orlando, Florida .. ...... ... ... ... ... ... .. ... 19 1.25 19 1.31
Phoenix, ATIZONA . .....cotrir i, 30 1.25 30 1.30
Portland, Oregon......... O 20 0.88 20 0.92
Reno, Nevada .............. ... . ........... 23 1.77 - 23 1.85
Salt Lake City, Utah .......................... 7 0.84 7 0.88
San Antonio, Texas ........ ... . 53 2.29 51 2.36
San Francisco (East Bay), California ............ 54 423 53 4.34
San Francisco (South Bay), California ........... 71 4.25 71 4.43
Seattle, Washington . .......................... 14 1.05 14 1.10
St. Louis, Missouri . ............iiiiinnn... . 13 0.71 14 1.44
Tampa, Florida .. ............cooeiieii .. 61 2.54 64 288
Tulsa, Oklahoma. ........ ... ... .. .. o ... 9 0.23 9 0.24
Washington D.C./Baltimore, Maryland . .......... 38 2.92 42 3.35
Other(3) .. .o 3 0.26 2 0.10

Mexico:

Juarez. ... 12 0.67 12 0.70
Monterrey ...........o..ii... P 8 0.59 3 0.64
Reynosa ........ PR O 12 0.77 11 0.66
Tijuana. ..o e 3 0.25 2 _0.18
Subtotal North America ..................... 1,224 80.05 1,213 8273
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European Markets(4):

Czech Republic:

Prague ................

France:

Germany: -

Rhine/Main............

Hungary:

Budapest ..............

Ttaly:

“Milan ... oL :

Spain:

Madrid................

United Kingdom:

East Midlands ..........

Subtotal Europe
Asia(5):

Japan .............

December 31,

2003

2002

Percentage of

Percentage of

Number of Assets Based Number of Assets Based
Properties an Cost(1) Properties on Cost(1)

— — 1 0.24
3 - 0.58 1 0.18
1 0.23 — —

1 0.26 2 0.36
4 0.77 3 0.54
2 0.58 1 0.32
2 0.49 2 0.32
2 0.30 — —
2 0.24 — —
1 0.27 3 0.69
2 087 1 1037
1 0.29 — —
1 0.06 1 0.07
2 0.33 1 - 0.18
2 0.13 1 0.04
2 0.64 2 0.52
6 2.10 12 2.61
9 3.07 14 5.08
2 0.31 1 0.27
6 2.46 4 1.14

51 13.98 50 - 12.93
4 597 4 4.34

1,279(6)  100.00%

1,267(6)  100.00%

(1) Properties under development are reflected at their total expected cost at completion, rather than at the
cost incurred as of the dates presented.

(2) Prologis California has the right of first offer with respect properties that ProLogis develops, excluding
properties developed under build to suit agreements, in certain counties included in ProLogis’ Los
" Angeles/Orange County market, subject to the property meeting certain specified criteria, including

leasing criteria.
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(3) Includes one property in each of the Akron, Ohio, Birmingham, Alabama and Brownsville, Texas
markets, none of which are considered to be target markets of ProLogis.

(4) ProLogis is committed to offer to contribute all of the properties that it develops and stabilizes in specific
markets in Europe to ProLogis European Properties Fund through September 2019, subject to the
property meeting certain specified criteria, including leasing criteria.

(5) ProLogis is committed to offer to contribute all of the properties that it develops and stabilizes in Japan to
ProLogis Japan Properties Fund through June 2006, subject to the property meeting certain specified
criteria, including leasing criteria.

(6) Includes 27 properties under development at December 31, 2003 and 37 properties under development at
December 31, 2002.

Properties

The information in the following tables is as of December 31, 2003 for the properties and land directly
owned by ProLogis and its consolidated subsidiaries and partnerships, which may not be 100% owned by
ProLogis (see “— Real Estate Partnerships™). No individual property or group of properties operated as a
single business unit amounted to 10% or more of ProLogis’ consolidated total assets at December 31, 2003 or
genérated income equal to 10% or more of ProLogis’ consolidated gross revenues or total income for the year
ended December 31, 2003. The table does not include properties that are owned by property funds or by

ProLogis’ other unconsolidated investees which are discussed under

Rentable
No. of Percentage Square
Bldgs. Occupancy(1) Footage Investment (2) Encumbrances(3)
Operating Properties Directly

Owned at December 31, 2003(4):

North American Markets(5):

United States:
Atlanta, Georgia ............. 80 80.24% 8,504,171 $§ 271,202,953 §$ 35,618,033
Austin, Texas................ 27 83.05 1,759,309 68,920,961 —
‘Charlotte, North Carolina . . ... 33 88.75 4,603,630 143,120,391 41,371,602
Chattanooga, Tennessee .. .. ... S 96.50 1,147,872 15,923,237 —
Chicago, Illinois ............. 60 84.77 7,832,665 330,136,091 44,688,271
Cincinnati, Ohio ............. 42 81.50 4,486,846 121,398,240 40,924,343
Columbus, Ohio ............. 31 94.73 5,272,331 169,576,693 30,840,379
Dallas/Fort Worth, Texas ..... 124 82.96 13,104,598 434,549,171 63,086,584
Denver, Colorado ............ 25 82.75 2,849,696 81,087,292 —
El Paso, Texas............... 18 73.48 2,596,483 74,386,024 1,964,447
Ft. Lauderdale/Miami, Florida . . 14 92.47 1,137,689 65,902,493 1,606,815
Houston, TexXas .....ovoovvrn.. 91 86.82 8,400,201 254,264,097 45,590,711
I-81 Corridor, Pennsylvania . . . . 3 100.00 1,068,420 48,304,131 —
1-95 Corridor, New Jersey .. ... 26 99.53 3,608,653 138,895,232 28,141,909
Indianapolis, Indiana ......... 43 82.11 " 4,184,599 135,849,021 —
Kansas City, Kansas/Missouri. . 29 93.41 1,578,487 63,610,026 11,512,592
Las Vegas, Nevada ........... 17 96.69 2,061,291 95,112,389 16,728,554
Los Angeles/Orange County,

California ................. 1 100.00 249,283 11,145,451 —
Louisville, Kentucky .......... 7 87.05 . 1,469,988 36,661,395 6,406,868
Memphis, Tennessee. ......... 47 8692 7,309,879 192,753,408 9,881,854
Nashville, Tennessee.......... 41 80.00 4,439,170 114,271,012 6,930,533

“— Unconsolidated Investees.”
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Oklahoma City, Oklahoma . ...
- Orlando, Florida .............
Phoenix, Arizona.............
Portland, Oregon .............
Reno, Nevada ...............
Salt Lake City, Utah
San Antonio, Texas...........

San Francisco (East Bay),
California . ................

San Francisco (South Bay),
California .................

Seattle Washington...........
St. Louis, Missouri ...........
Tampa, Florida ..............
Tulsa, Oklahoma.............
Washington D.C./Baltimore,

Maryland ................. ,

Other(6)
Mexico:

Monterrey
Reynosa ....................

Tijuana ....... e
Subtotal North America(5). .

European Markets(7): -
- France: :
Central .....................

Germany:

Rhine/Main . .............. .

Rhine/Ruhr.................
Hungary: ]

Budapest....................
Netherlands:

Poland:

South

Percentage

Rentable
Square

Bltigs Occupancy(1) Footage Investment(2) Encumbrances (3)
6 76.68 639,942 12,181,777 —
19 86.92 1,750,236 . 69,541,705 7,465,210
30 91.42 2,016,336 69,233,239 —
20 98.50 1,330,129 49,029,182 327,285
23 97.48 2,702,923 98,193,976 10,491,690
7 94.13 1,643,468 46,603,502 —
52 91.16 4,373,638_ 123,620,001 —
54 71.34 5,882,515 _ 234,388,901 31,080,656
71 81.55 3,695,747 235,879,869 6,767,728
14 89.32 1,272,827 58,313,385 4,533,307
13 75.42 1,251,825 39,138,730 7,097,074
61 91.03 3,707,575 141,104,030 24,583,158
9 99.14 523,623 12,809,305 —
38 95.97 3,936,330 161,712,918 36,181,170
2 100.00 215,723 5,055,124 352,221
12 92.13 966,918 36,970,643 —
8 70.63 825,001 32,611,117 —
11 100.00 967,041 36,467,201 —
2 100.00 262,220 9,499,403 —
1,216 86.34 125,629,278 4,339,423,718 514,172,994
1 100.00 149,943 9,214,895 _

1 — 344,760 14,469,605 —
3 32.42 842,993 35,965,646 —

1 - 202,772 21,718,462 —

1 — 180,469 12,308,568 —
2 34.71 305,267 13,307,223 —
1 50.00 448,407 23,862,607 —

1 100.00 428,500 15,829,047 —

1 100.00 123,000 3,469,660 —

1 60.42 186,196 7,709,668 —

1 60.84 61,570 2,554,990 —
2 19.80 608,466 35,263,747 —_
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Rentable
No. of Percentage Square

Bldgs. Occupancy(1) Footage Investment (2) Encumbrances(3)
United Kingdom:
East Midlands(8) ............ 6 40.79 1,620,549 116,862,968 —
London and Southeast ........ 7 — 827,569 118,278,213 —
North(9) ................... 2 30.67 267,399 17,263,002 —
West Midlands(10) .......... 5 41.59 914,155 81,292,456 —
Subtotal Europe(7): ........ 36 35.92 7,512,015 529,370,757 —
Total Operating Properties
Directly Owned at
December 31, 2003(4) .... 1,252 83.50% 133,141,293 $4,868,794,475 $514,172,994
Rentable
No. of Square Total Expected
Bldgs. Footage Investment (2) Cost(11)

Properties Under Development at December 31,
2003(12) (13):

North American Markets:
United States:

Chicago, Minois. ..o 1 457701 $ 2,373,292 § 17,180,281
Columbus, Ohio. ............ .. ... ... ... ..., 1 749,952 10,922,367 17,823,543
Dallas/Ft. Worth, Texas......... e 1 447,400 11,805,790 14,457,534
Los Angeles/Orange County, California.......... 1 882,230 8,941,957 27,706,793
San Antonio, Texas .. ..., . 1 74,100 3,309,056 3,631,498
Other(14) .. ... 1 294,000 8,999,979 9,585,237

Mexico:

Reynosa ........ ... ... ... i, L. 1 148,000 2,761,598 6,263,160

Tiuana .. ..o e 1 110,000 2,638,417 4,396,929

Subtotal North America..................... 8 3,163,383 51,752,456 101,044,975
European Markets: »

France: _ .
Central ... ... 2 503,949 7,212,515 23,145,215
East. ... 1 326,149 3,104,161 13,014,743
South. ... . 1 164,926 2,316,250 6,300,000

Germany:

Rhine/Main . ........ ... .. ... ... 1 164,582 7,916,288 10,457,204
Rhine/Ruhr ... .. ... ... ... .. . L 1 275,946 4,239,338 14,966,696
South. ... 2 300,854 8,028,755 16,386,614

Italy:

Milan. ... 1 336,235 1,851,605 14,810,237

Netherlands
South. ... ... i 1 503,787 10,323,294 24,284,402

Poland:

Warsaw . ..ot e 1 266,797 3,267,165 10,727,551
West .......... e 1 131,493 1,529,000 4,633,979
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Rentable

No. of Square Total Expected
Bldgs. Footage Investment(2) Cost(11)
United Kingdom:
London and Southeast ........................ 2 359,600 45,860,178 51,810,406
West Midlands. .............................. 1 726,000 33,656,930 55,209,262
Subtotal Europe .. ..., L 15 4,060,318 129,305,479 246,246,309
Asian Market:
Japan. . ... 4 2,599,331 223,523,519 331,200,455
Total Properties Under Development at
December 31, 2003(12)(13) ............... 27 9,823,032 $404,581,454 $678,491,739
Acreage Investment(2) Encumbranees(3)
Land Held for Development at December 31, 2003(15):
North American Markets:
United States:
Atlanta, Georgia. . .....ovii i 2342 $ 19,398,395 $ —
Austin, Texas . ..o 7.2 775,877 —_
Charlotte, North Carolina. ......................c..... 17.3 1,519,348 - —
Chicago, IHNOis . ... oo it i i 83.2 15,869,604 —
Cincinnati, Ohio............. P 97.3 8,821,438 —
Columbus, Ohio. .. ... ..o 15.9 935,447 —
Dallas/Ft. Worth, TeXas . . ..o oo, 155.4 15,336,833 —
Denver, Colorado . . ....... ... . . e 118.9 4,637,979 —
El Paso, Texas'............. N 85.2 5,459,775 —_
Houston, Texas ... ... . 56.0 5,272,379 —
1-81 Corridor, Pennsylvania .......... e e e 153.2 6,727,276 —
1-95 Corridor, New Jersey . ..., 10.1 545,585 —
Indianapolis, Indiana . ....... .. ... . o il 149.6 10,370,109 —
Kansas City, Kansas/Missouri ......................... 16.6 1,526,602 —_
Las Vegas, Nevada .............couuiriiinninnnion... 34.6 4,935,847 239,326
Los Angeles/Orange County, California................. 91.7 8,197,369 —
Louisville, Kentucky ........... i, 90.1 7,064,424 —
Memphis, TENNESSEe . . ..o v it 120.6 7,083,218 —_
Orlando, Florida. ... ., ... ... ... .. i 28.1 2,341,892 —
"Portland, Oregon .............. e 10.3 1,753,655 -
Reno, Nevada................. e 30.1 4,275,700 —
Salt Lake City, Utah. ... ... ... ... . 28.3 2,095,715 —_
San Antonio, TeXas . ...t it 57.7 4,383,139 —
San Francisco (East Bay) California ................... 71.6 6,593,262 —
Seattle, Washington.......... ... .. ..o i 10.6 2,020,161 —
Tampa, Florida........ ... . .. .. i 48.4 3,396,123 —
Washington D.C./Baltimore, Maryland ................. 30.8 5,306,550 —
Mexico:
Juarez ... e 47.3 7,809,319 —
MOIEEITEY .« ot e s et e e et e e e 12.8 1,759,700 —




Acreage Investment(2) Encumbrances(3)

REynosa. ..........oovve... e 59.6 8,129,143 —
THUANA ... e 11.6 2,464,846 —
Subtotal North America............. ..o, 1,990.3 177,306,710 239,326
European Markets: :
Belgium. .. ... 12.4 1,158,351 —
Czech Republic:
S Prague ... 31.3 8,930,809 —
France:
Central . ... 16.5 2,517,904 —_
NoOmth. e 19.8 1,322,147 —
SOUtR o e 40.3 9,362,930 —
Germany:
Rhine/Main . ... 12.4 9,285,937 —
Rhine/Ruhr . ... e 6.3 1,991,845 —
SoUth . L 0.6 167,721 -
Hungary:
Budapest ... ... 379 5,839,978 —
Italy: » .
Milan. ... e 47.2 3,708,563 —
Netherlands:
Rotterdam .. ....... ... ... i, 5.0 1,927,158 —
Poland:
Central ... e 5.7 1,537,463 —_
South. ... ... . 19.1 2,676,006 —
VIS AW L o e 66.0 5,396,144 —
Spain
Madrid ... .. e 333 11,459,865 —
United Kingdom:
East Midlands . ....... ... ... i 42.5 13,691,179 —
London and Southeast. .......... ... ... . ... 111.9 155,116,155 —
North. .o 57.4 9,673,159 —
West Midlands(16) . ....... . oo 150.0 88,093,312 —
Subtotal Europe . ......... oo 715.6 333,856,626 —
Total Land Held for Development at December 31,

2003(15) .. 2,705.9 $511,163,336 $239,326
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Rentable

No. of Square Total Expected
Bldgs.  Acreage Footage - Investment(2) - Cost(11) Encumbrances(3)
Grand Totals at ‘
December 31, 2003:
Operating
properties(4) (5){(7) ... 1,252 n/a 133,141,293 $4,868,794,475 n/a $514,172,994

Properties under

development(12)(13).. 27 n/a 9,823,032 404,581,454 $678,491,739 —

Land held for

development(15) ..... . n/a 2,705.9 " n/a 511,163,336 n/a 239,326

Other investments(17) .. n/a n/a . .n/a 69,507,754 n/a —

n/a

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

)

(10)

Totals .............. 1,279 2,705.9 ' 142,964,325 $5,854,047,019 $678,491,739  $514,412,320

Not Apphcable

The percentage occupancy presented is the phys1ca1 occupancy at December 31, 2003. Operating
properties at December 31, 2003 include recently completed development properties that may be in the
initial lease-up phase, including properties aggregating 3.3 million square feet that were completed in
2003. The inclusion of properties in the initial lease-up phase can reduce the overall occupancy
percentage.

Investment represents ProLogis’ carrying value of the properties, before depreciation, at December 31,
2003.

Certain properties are pledged as security under ProLogis’ secured debt and assessment bonds at
December 31, 2003. For purposes of this table, the total principal balance of a debt issuance that is
secured by a pool of properties is allocated among the properties in the pool based on each property’s
investment balance. See Schedule III — Real Estate and Accumulated Depreciation to ProLogis’
Consolidated Financial Statements in Item 8 for additional identification of the properties pledged.

All operating properties are included .in the property operatlons segment. See “Item 1. Business —
ProLogis’ Operating Segments — Property Operations.”

Includes 88 properties aggregating 14.0 million square feet at total investment of $448.0 million that
were developed in the CDFES business segment that are pending contribution to a property fund or sale
to a third party or that were acquired in the CDFS business segment that are pending contribution to a
property fund. See “Item 1. Business — ProLogis’ Operating Segments — CDFS Business.”

Includes one property in each of the Akron, Ohio and Brownsville, Texas markets, neither of which are
considered to be target markets of ProLogis.

Includes 31 properties aggregating 6.4 million square feet at a total investment of $480.3 million that
were developed in the CDFS business segment that are pending contribution to a property fund or sale
to a third party. See “Item 1. Business — ProLogis’ Operating Segments — CDFS Business.”

Includes a 0.7 million square foot property at an investment of $21.8 million that was previoﬁsly
presented under the equity method in the temperature-controlled distribution segment. See Notes 2, 4
and 10 to ProLogis’ Consolidated Financial Statements in Item 8.

Includes a 0.1 million square foot property at an investment of $1.9 million that was previously
presented under the equity method in the temperature-controlled dlstnbutlon segment. See Notes 2, 4
and 10 to ProLogis’ Consolidated Financial Statements in Item 8.

Includes a 0.2 million square foot property at an investment of $13.1 million that was previously
presented under the equity method in the temperature-controlled distribution segment. See Notes 2, 4
and 10 to ProLogis’ Consolidated Financial statements in Item 8.
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(11) Represents the total expected cost at completion for properties under development, including the cost of
land, fees, permits, payments to contractors, architectural and engineering fees and interest and property
taxes to be capitalized during construction, rather than actual costs incurred to date.

(12) All of the properties under development are included in the CDFS business segment. See “Item 1.
Business — ProLogis’ Operating Segments — CDFS Business.”

(13) Includes ten properties aggregating 3.2 million square feet that are in the design and permitting stage.

(14) Includes one property in Birmihgham, Alabama that ProLogis was developing under a pre-sale
agreement with a customer. Birmingham is not considered to be a target market of ProLogis.

(15) All of the land held for future development is included in the CDFS business segment. The land owned
can be used for the development of approximately 48.2 million square feet of distribution properties. See
“Item 1. Business — ProLogis’ Operating Segments — CDFS Business.” Does not include 1,388 acres
of land controlled directly by ProLogis under option, letter of intent or contingent contract with the
capacity for the development of approximately 20.7 million square feet of distribution properties. Does
not include 455 acres of land owned or controlled by unconsolidated investees of ProLogis with the
capacity for the development of approximately 7.9 million square feet of distribution properties. See
“— Unconsolidated Investees — CDFS Busiriess.”

(16) TIncludes 18 acres of land at an investment of $0.2 million that were previously presented under the
equity method in the temperature-controlled distribution segment. See Notes 2, 4 and 10 to ProLogis’
Consolidated Financial Statements in Item 8. ) '

(17) Other investments include: (i) earnest money deposits associated with potential acquisitions; (ii) costs
incurred during the pre-acquisition due diligence process; and (iii) costs incurred during the pre-
construction phase related to future development projects.

Real Estate Partnerships

At December 31, 2003, ProLogis held a majority ownership interest in and controlled five real estate
partnerships (collectively, the “Partnerships”). For financial reporting purposes, the assets, liabilities, results
of operations and cash flows of each of the Partnerships are included in ProLogis’ Consolidated Financial
Statements and in the preceding real estate tables. The interests of the limited partners are reflected as
minority interest in ProLogis’ Consolidated Balance Sheet.

Generally, pursuant to partnership agreements, ProLogis or a wholly owned subsidiary of ProLogis is the
sole controlling general partner of each of the Partnerships with all management powers over the business and
affairs of the Partnership. The limited partners of each Partnership generally do not have the authority to
transact business for, or participate in the management decisions of, the Partnerships. The general partner in
each of the Partnerships may not, without the written consent of all of the limited partners: (i) take any action
that would prevent the Partnership from conducting its business; (ii) possess the property of the Partnership;
(iii) admit an additional partner; or (iv) subject a limited partner to the liability of a general partner. In each
Partnership, ProLogis or a wholly owned subsidiary may not voluntarily withdraw from the Partnership or
transfer or assign its interests in the Partnership without the consent of all of the limited partners. The limited
partners may freely transfer their partnership units to their affiliates, provided that the transfer does not cause
a termination of the Partnership under the Code and does not cause ProLogis to cease to comply with the
REIT requirements of the Code. The limited partners in each of the Partnerships are entitled to redeem their
partnership units for Common Shares. Additionally, the limited partners are entitled to receive preferential
cumulative quarterly distributions per outstanding unit equal to the quarterly distributions paid on Common
Shares. -

See Note 6 to ProLogis’ Consolidated Financial Statements in Item 8.
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(1)

(2)

(3)

(4)

(5)

(6)
(7)

(8)

)
(10)

The Partnerships are as follows at December 31, 2003:

) Real Estate
Formation Number of Rentable Assets ProLogis’
Date Properties Square Footage (in millions) Ownership
ProLogis Limited ‘

Partnership-I(1) .............. 1993 74 3,904,336 $217.9(2) (3) 68.65%
Prologis Limited Partnership-11... 1994 28 1,925,902 57.2(4)  99.99%
ProLogis Limited ‘

Partnership-111(5) ............ 1994 17 1,004,120 36.3(6)  95.25%
ProLogis Limited ' v

Partnership-IV(5)(7) .......... 1994 46 2,801,617 949(8) 98.87%
Meridian Realty Partners Limited :

Partnership.............. L (9) 1 249,283 11.1(10) 87.00%

166 9,885,258  $417.4 '
Irving F. Lyons, 111, Prologis’ Vice Chairman and Chief Investment Officer, had an effective ownership

in ProLogis Limited Partnership-1 of 1.8% at December 31, 2003.

These properties cannot be sold, prior to the occurrence of certain events, without the consent of the
limited partners, other than in tax-deferred exchanges. The Partnership Agreement provides that a
minimum level of debt must be maintained within the Partnership, which can include intercompany
debt to ProLogis.

One property is located in the Tampa market; all other properties are located in San Francisco (the East
Bay and South Bay markets). :

These properties are located in the Charlotte, Dallas/Ft. Worth, Denver, El Paso, San Francisco (East
Bay), St. Louis and Washington, D.C./Baltimore markets.

Jeffrey H. Schwartz, ProLogis’ President of International Operations and President and Chief Operating
Officer — Asia, owned 4.75% of ProLogis Limited Partnership-III and 1.0% of ProLogis Limited
Partnership-1V at December 31, 2003.

These properties are located in the Chicago, Orlande, San Antonio and Tampa markets.

ProLogis Limited Partnership-IV was formed through a cash contribution from a wholly owned
subsidiary of Prologis, Prologis IV, Inc., and through the contribution of properties from the limited
partner. ProLogis Limited Partnership-IV and ProLogis IV, Inc. are legal entities that are separate and

" distinct from ProLogis, its affiliates and each other, and each has separate assets, liabilities, business

functions and operations. At -Decémber 31, 2003, the sole asset of ProLogis 1V, Inc. was its interest in
ProLogis Limited Partnership-IV. At December 31, 2003, ProLogis IV, Inc. had outstanding borrow-
ings from ProLogis of $0.9 million.

These properties are located in the Cincinnati, Dallas/Ft. Worth, Ft. Lauderdale/Miami, I-95 Corridor
(New Jersey), Orlando and Tampa markets and one property is located in Akron, Ohio.

This partnership was formed by another REIT that was merged with and into ProLogis in 1999.
This property is located in the Los Angeles/Orange County market.

Unconsolidated Investees

At December 31, 2003, ProLogis’ investments in and advances to unconsolidated investees (entities that
2

ProLogis present under the equity method rather than on a consolidated basis) totaled $677.3 million.
ProLogis’ investments in and advances to property funds discussed below under “— Property Operations”
totaled $548.2 million at December 31, 2003. ProLogis’ investments in and advances to its entities operating in
the CDFS business segment totaled $12.8 million at December 31, 2003. ProLogis’ investment in and
advances to a temperature-controlled distribution company was $113.8 million at December 31, 2003.
ProLogis’ investments in and advances to other companies that do not own and operate real estate totaled
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$2.5 million at December 31, 2003. ProLogis’ unconsolidated investees are discussed in Note 4 to ProLogis’
Consolidated Financial Statements in Item 8. See also “Item 1. Business — ProLogis” Operating Segments.”

ProLogis’ investments in unconsolidated investees, other than the property funds, were structured to allow
ProLogis to comply with the REIT requirements of the Code. Certain of these investees produce income that
is not REIT qualifying income (i.c., not rental income or mortgage interest income). To maintain its
qualification as a REIT, ProLogis can collectively invest in these companies and other taxable REIT
subsidiaries in amounts up to 20% of the fair market vaiue of ProLogis’ total assets.

'With respect to the property funds, maintaining an ownership interest of 50% or less is integral to
ProLogis’ business strategy. This business strategy allows ProLogis to: (i) realize, for financial reporting
purposes, a portion of the profits from its CDFS business activities upon contribution of a property to a
property fund; (ii) earn fees from the property funds; (iii) raise private capital to fund its future CDFS
business activities; (iv) maintain an ownership interest in its developed properties; and (v) maintain
relationships with its customers. See “Item 1. Business — ProLogis — Business Strategy and Global
Presence.”

Property Operations

At December 31, 2003, ProLogis had ownership interests ranging from 14% to 50% in eight property
funds that are presented under the equity method. The property funds primarily own operating properties and
ProLogis’ investments in the property funds are included in its property operations segment. The information
provided in the table below is for the total entity in which ProLogis has an ownership interest, not ProLogis’
proportionate share of the entity. ProLogis acts as manager of each property fund. See “Item 1. Business —
ProLogis’ Operating Segments — Property Operations” and Note 4 to ProLogis’ Consolidated Financial
Statements in [tem 8.

Rentable
No. of Square Percentage Entity’s
Bldgs. Footage Occupancy (1) Investment(2)

North America:
ProLogis California(3): '
Los Angeles/Orange County, California ...... 79 13,017,378 96.06% $ 625,579,511

ProLogis North American Properties Fund 1(4):

Atlanta, Georgia ............ .. ... . ... 5 1,615,688 100.00 53,753,293
Chicago, Illinois .............. ... oo, 1 249,576 100.00 14,795,641
Cincinnati, Ohio . ....... ... ... ... ... ..... 2 297,720 100.00 15,147,126
Columbus, Ohio ........ ...t 2 888,691 100.00 30,217,915
Dallas/Ft. Worth, Texas ................... 3 1,221,934 69.90 49,443,692
Denver, Colorado ......................... 2 198,892 100.00 9,188,276
El Paso, Texas ..........c i, 1 354,159 100.00 13,613,996
Houston, Texas ... ..o, 2 238,450 92.49 10,866,872
1-95 Corridor, New Jersey.................. 5 1,100,320 - 79.58 59,058,348
Indianapolis, Indiana ...................... 2 719,829 94.45 21,466,716
Louisville, Kentucky....................... 3 905,800 96.69 33,501,485
Nashville, Tennessee ...................... 1 412,800 74.42 14,635,605
Phoenix, Arizona ......................... 1 156,410 100.00 6,762,008
Salt Lake City, Utah ...................... 3 396,600 100.00 17,066,819
San Antonio, TEXas . ... vvvneinvrnnnnn.. i 244,800 100.00 9,097,814
San Francisco (East Bay), California ........ 2 404,400 91.69 16,963,586
Total ProLogis North American Propertics

1 S 369,406,069 91.29 375,579,192
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Rentable

No. of Square Percentage Entity’s

) . Bldgs. Footage Occupancy(1) Investment (2)
Prologis North American Properties Fund II(5): : -
Austin, Texas ........... .. ... 4 324,800 100.00 ' 17,831,658
Charlotte, North Carolina . . ... [P 2 178,000 -100.00 7;817,285
Chicago, IIlnois . .........c.co.ovvriinnn.. 4 510,725 84.52 37,924,299
Dallas/Ft. Worth, Texas ................... 4 669,416 79.38 25,586,499
Denver, Colorado . ........................ 1 104,400 100.00 5,435,610
ElPaso, Texas ...................ovvn... 1 239,131 . 100.00 - 10,318,866
Ft. Lauderdale/Miami, Florida............... 3 383,650  80.82 . 23,640,018
1-81 Corridor, Pennsylvania................. 1 528,670 100.00 . 25,427,547
[-95 Corridor, New Jersey.................. 1 501,400 69.32 . 26,331,416
Reno, Nevada ............. P 1 169,625 100.00 : 7,178,416
San Antonio, Texas ..........c..oviuon.. 1 160,000 100.00 6,742,151
San Francisco (East Bay), Cahfornla ........ 1 89,626 - 100.00 " 4,368,792
Washington D.C./Baltimore, Maryland . . . . . .. 3

617,225 100.00 35,505,042

‘Total Prologis North American Properties ,
Fund I ..... R 27 4,476,668 90.07 234,107,599

ProLogis North American Properties Fund III(5):

151,600 6438 6,820,478

Atlanta, Georgia ........... ... ... . ... 2

Austin, Texas .:.......... e 6 282,100 93.09- 15,700,047
Charlotte, North Carolina . ................. 1 136,000 74.19° © 5,390,598
Cincinnati, Ohio .......................... 5 1,044,390 93.84 - 45,600,579
Columbus, Ohio ........... [P 1 289,280 100.00 . 8,555,586
Denver, Colorado ........... PR i 104,400  100.00 5,351,006
Houston, Texas ... ............. e 1 140,000 100.00 5,489,189
1-95 Corridor, New Jersey ................. 1 204,000 100.00 10,565,600
Las Vegas, Nevada........................ 1 235,520 100.00 9,870,314
Orlando, Florida .......... e 4 361,866 92.48 18,241,183
Portland, Oregon.......................... 2 200,600 100.00 - 10,756,196
San Francisco (East Bay), California ........ 1 351,788 100.00 . 15,388,416
Seattle, Washington ................... . 1 117,620 100.00 . 5,836,098
St. Louis, Missouri........ e 2 370,000 100.00 14,967,666
Washington D.C./Baltimore, Maryland .. ..... 3 391,325 100.00 29,686,364

Total ProLogis North American Properties
Fund II1........ e 34 4,380,489 95.43 208,219,320

ProLogis North American Properties Fund IV (5):

Atlanta, Georgia . ......................... 3 252,800 74.21 13,259,252
Columbus, Ohio ............... T 1 1,014,592 100.00 27,508,871
Dallas/Ft. Worth, Texas ................... 1 180,440 100.00 10,788,821
Denver, Colorado . ........................ 2 357,400 100.00 14,998,296
‘Bl Paso, TEXAS ..., 1 153,034 100.00 : 5,590,981
‘Ft. Lauderdale/Miami, Florida.............. 1 421,101 100.00 16,159,279
1-95 Corridor, New Jersey.................. 1 181,370 100.00 © 8,965,440
Phoenix, Arizona .............. ... ... ... 1 273,586 100.00 " 9,627,468
Portland, Oregon............. [, 4 426,780 82.38 - 24,409,008
San Antonio, Texas ....................... _2 213,800 100.00 10,038,638
Total ProLogis North Arnencan Properties
Fund IV ... 0 17 3,474,903 95.96 . 141,346,054
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Rentable
No. of Square Percentage Entity’s
Bldgs. Footage Occupancy(1) Investment(2)

ProLogis North American Properties Fund V(6):
United States:

Atlanta, Georgia .. ...... ... .. .. e 13 1,859,913 98.72 55,864,185
Charlotte, North Carolina . ................. 1 246,400 100.00 9,173,069
Chicago, Illinois ............. ..., 1 124,519 100.00 12,031,686
Cincinnati, Ohio .......................... 2 544,800 100.00 19,110,008
Columbus, Ohio . .......... .. ..o, 2 402,439 96.70 13,636,701
Dallas/Fort Worth, Texas .................. 9 2,080,046 100.00 75,028,365
Denver, Colorado ................. ... ..... 1 52,915 100.00 1,612,869
ElPaso, Texas .............ccciein.... 5 415,462 100.00 16,335,568
Ft. Lauderdale/Miami, Florida.............. 3 354,151 92.84 21,761,012
Houston, Texas . ......... ... ... ... ..., 3 688,024 100.00 22,113,528
1-81 Corridor, Pennsylvania................. 1 1,059,645 100.00 49,832,017
1-95 Corridor, New Jersey.................. 3 1,012,972 100.00 . 52,904,840
Los Angeles/Orange County, California ... ... 2 1,726,776 100.00 91,501,100
Louisville, Kentucky....................... 1 350,000 85.71 14,517,723
Memphis, Tennessee ...............c..c.... 4 1,549,250 100.00 40,142,386
Nashville, Tennessee ...................... 2 516,240 100.00 17,145,169
Orlando, Florida .......................... 1 124,800 100.00 4,893,697
Portland, Oregon............. ... ... ...... 1 127,420 100.00 - 6,663,109
Reno,Nevada ........................ cee 2 820,006 100.00 35,113,228
San Antonio, Texas . ........ ... oo, 8 1,105,420 99.04 44,724,932
San Francisco (East Bay), California ........ 1 401,536 100.00 15,971,017
St. Louis, Missouri . ............... e 1 1,262,648 100.00 44,558,836
Tampa, Florida . .......................... 2 172,000 100.00 10,650,428
Washington D.C./Baltimore, Maryland . ...... 6 1,389,092 98.58 65,050,888
Mexico: ,

Monterrey . ..oovviiiii e e 5 684,940 100.00 - 36,718,391
Reynosa . ........ oo, 5 836,506 84.94 44,086,989
Tijuana. ... 5 829,090 100.00 38,519,158

Total ProLogis North American Properties

Fund V... .. ... . 90 20,737,010 - 98.70 859,660,899
Subtotal North America ............... 283 55,492,517 95.70 ©2,444,492,575
Europe: '
ProLogis European Properties Fund (7):

Belgium ......... ... 2 468,535 100.00 23,973,711
Czech Republic: :

Prague ......... ... . ... .. ... 7 - 1,340,245 -100.00 96,550,775
France: ’

Central ......... P 67 11,849,520 91.33 782,971,071

East ..................... AP 2 613,548 100.00 31,951,841

North ..................... P, 8 1,607,657 89.01 80,659,926

South .......... e 15 3,676,618 88.57 189,223,814
Germany:

Rhine/Main............ ... cviiiin... 2 240,188 100.00 21,197,242

Rhine/Ruhr............................ 4 748,560 100.00 65,716,661

South ...... ... 2 . 281,963 100.00 26,675,549
Hungary: ‘ .

Budapest ............... e e 1 216,044 75.16 13,036,033
Italy:

Milan ............ ... . . 13 3,949,224 99.66 222,301,267
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Rentable

Asia:

No. of Square Percentage Entity’s
Bldgs. Footage Occupancy(1) Investment(2)

Netherlands: | S

Amsterdam ............... AP 4 633,289 °  100.00 © 64,121,931

Rotterdam ............ e e 9 1,785,424 99.16 113,982,445

South ....... ... .. . ... 5 1,558,789 100.00 98,913,448
Poland:

Central . ....... ... i o 1 228,348 100.00 14,219,261

South .. ... 1 366,880 100.00 23,381,634

Warsaw . ... 10 1,882,783 89.38 141,339,173

West .. ... e 2 271,415 100.00 15,933,066
Spain:

Barcelona.......... ... ... .. ... ... ... 7 1,806,865 99.53 147,593,822

Madrid.............. .. .. ... .. 1 124,755 100.00 9,863,823
Sweden: .

Stockholm ............... e 2 710,839 100.00 42,680,272
United Kingdom:

East Midlands .. ........................ 13 2,903,036 0 97.23 310,970,477

London and Southeast . ................ .. 7 1,045,938 82.05 178,877,779

North ... 2 248,723 100.00 24,456,458

West Midlands ................ ... ..., _10 1,548,799 100.00 189,389,693

Total Prologis European Properties Fund... 197- 40,107,985 94.56 2,929,981,172

ProLogis Japan Properties Fund (5):

Tokyo, Japan....... ... ... ... .. .. 5 1,618,514 98.37 350,166,432

Total Uncensolidated Investees ........... 485 97,219,016 95.27% $5,724,640,179

(1)
(2)

(3)
(4)

(5)

(6)

(7)

The percentage occupancy presented is the physical occupancy at December 31, 2003.

Investment represents 100% of the carrying value of the properties, before depreciation, of each entity at
December 31, 2003.

ProLogis had a 50% ownership interest in ProLogis California at December 31, 2003.

ProLogis had a 41.3% ownership interest in ProLogis North American Properties Fund I at December 31,
2003. : '

ProLogis had a 20% ownership interest in each of ProLogis North American Properties Fund II,
ProLogis North American Properties Fund III, ProLogis North American Properties Fund IV and
ProLogis Japan Properties Fund at December 31, 2003.

ProLogis had an effective ownership interest of 14% in ProLogis North American Properties Fund V at
December 31, 2003.

ProLogis had a 21.9% ownership interest in ProLogis European Properties Fund at December 31, 2003.

CDES Business

In the United Kingdom, a wholly owned subsidiary of ProLogis, has active investments in three joint

ventures (the “CDFS Joint Ventures™) that primarily own and develop distribution properties and own land
for the future development of distribution properties. ProLogis’ ownership in each of the CDFS Joint Ventures
is 50%. Collectively, the CDFS Joint Ventures owned 57 acres of land with the capacity for the development
of approximately 0.3 million square feet of distribution properties at December 31, 2003. Additionally, at
December 31, 2003, the CDFS Joint Ventures collectively controlled 398 acres of land (through contracts,
options or letters of intent) with the capacity for the development of approximately 7.6 million square feet of
distribution properties. See “Item 1. Business — ProLogis’ Operating Segments — CDFS Business.”
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ITEM 3. Legal Proceedings

From time to time, ProLogis and its unconsolidated investees are parties to a variety of legal proceedings
arising in the ordinary course of their businesses. ProLogis believes that, with respect to any such matters that
it is currently a party to, the ultimate disposition of any such matters will not result in a material adverse effect
on ProLogis’ business, financial position or results of operations.

ITEM 4. Submission of Matters to a Vote of Security Holders

Not applicable.

PART II

ITEM 5. Market Price of and Dividends on the Registrant’s Common Equity and Related Stockholder
Matters

Market Information and Holders

ProLogis’ Common Shares are listed on the NYSE under the symbol “PLD”. The following table sets
forth the high and low sale prices of the Common Shares, as reported in the NYSE Composite Tape, and
distributions per Common Share, for the periods indicated.

High Sale Low Sale

Price Price Per Common Share Distribution

2002:

First Quarter ...........cooviiveinnn... $24.15 $20.96 $0.355(1)

Second Quarter .............. ..., 26.00 21.90 0.355

Third Quarter. .................c.oovn.. 25.95 21.70 0.355

Fourth Quarter. ........................ 25.27 22.85 0.355
2003:

First Quarter .................. e 26.60 23.63 036

Second Quarter ............... ... .. ... 28.60 25.60 0.36

Third Quarter. . ........................ 30.39 26.97 0.36

Fourth Quarter......................... 32.62 28.34 0.36
2004: ‘

First Quarter (through March 5) ......... $35.17 $30.80 $0.365

(1) Declared in the fourth quarter of 2001 and paid in the first quarter of 2002. In all other quarters, the
distribution is declared and paid in the same quarter. . -

On March 5, 2004, ProLogis had approximately 181,071,178 Common Shares outstanding, which were
held of record by approximately 9,600 shareholders.
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Distributions and Dividends

In order to comply with the REIT requirements of the Code, ProLogis is required to make Common
Share distributions (other than capital gain distributions) to its shareholders in amounts at least equal to
(i) the sum of (a) 90% of its “REIT taxable income” computed without regard to the dividends paid
deduction and its net capital gains and (b) 90% of the net income (after tax), if any, from foreclosure
property, minus (ii) the sum of certain items of non-cash income. ProLogis’ Common Share distribution
policy is to distribute a percentage of its cash flow that ensures that ProLogis will meet the distribution
requirements of the Code and that allows ProLogis to maximize the cash retained to meet other cash needs,
such as capital improvements and other investment activities.

ProLogis announces the following year’s projected annual Common Share distribution level after the
Board performs its annual budget review and approves a Common Share distribution level, generally in
December of each year. In December 2003, the Board announced a projected increase in the annual
distribution level for 2004 from $1.44 to $1.46 per Common Share. The payment of Common Share
distributions is subject to the discretion of the Board, is dependent on ProLogis’ financial condition and
operating results and may be adjusted at the discretion of the Board during the year. On January 29, 2004, the
Board declared a distribution of $0.365 per Common Share for the first quarter of 2004. This distribution was
paid on February 27, 2004 to holders of Common Shares on February 13, 2004,

Common Share distributions to shareholders are characterized for federal income tax purposes, as
ordinary income, capital gains, non-taxable return of capital or a combination of the three. Common Share
distributions that exceed ProLogis’ current and accumulated earnings and profits (calculated for tax purposes)
constitute a return of capital rather than a dividend and generally reduce the shareholders’ basis in the
Common Shares. To the extent that a distribution exceeds both current and accumulated earnings and profits
and the shareholder’s basis in the Common Shares, it will generally be treated as a gain from the sale or
exchange of that shareholder’s Common Shares. At the beginning of each year, ProLogis notifies its
shareholders of the taxability of the Common Share distributions paid during the preceding year. The
following table summarizes the taxability of ProLogis’ distributions on Common Shares for the periods
indicated (in U.S. dollars; taxability for 2003 is estimated):

Years Ended December 31,
2003 2002 2001

Per Common Share:

Ordinary INCOME . ..ottt i e e $1.23  $0.95 $1.09

Capital gains ... ...t 0.05 0.06 0.19

Returnof capital . ........ .. 0.16 0.41 0.10
Total . oo © $1.44  $1.42  $1.38

In addition to Common Shares, ProLogis has issued cumulative redeemable preferred shares of beneficial
interest (“Preferred Shares”). At December 31, 2003, ProLogis had four series of Preferred Shares
outstanding (“Series C Preferred Shares”, “Series D Preferred Shares”, “Series F Preferred Shares” and
“Series G Preferred Shares”). Previously, ProLogis had two other series of Preferred Shares (“Series A
Preferred Shares” and “Series E Preferred Shares”) and one series of cumulative convertible redeemable
preferred shares of beneficial interest (“Series B Convertible Preferred Shares”) outstanding, all of which
have been redeemed. Holders of each .series of Preferred Shares outstanding have, subject to certain
conditions, limited voting rights, and are entitled to receive cumulative preferential dividends based upon each
series’ respective liquidation preference. Such dividends are payable quarterly in arrears on the last day of
March, June, September and December. Dividends on Preferred Shares are payable when, and if, they have
been declared by the Board, out of funds legally available for payment of dividends. After the respective
redemption dates, each series of Preferred Shares can be redeemed at ProLogis’ option. The cash redemption
price (other than the portion consisting of accrued and unpaid dividends) with respect to Series C Preferred
Shares and Series D Preferred Shares is payable solely out of the cumulative sales proceeds of other capital
shares of ProLogis, which may include shares of other series of Preferred Shares. With respect to the payment
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of dividends, each series of Preferred Shares ranks on parity with ProLogis’ other series of Preferred Shares.
Annual per share dividends paid on each series of Preferred Shares were as follows for the periods indicated
(in U.S. dollars):
‘ Years Ended December 31,
2003(1) 2002(2) 2001(3)

Series A(4) .\t $ — $ — $0.84.
Series B(S) oo vt — — 0.44
S S U 427 427 4.27
Series D(6) - ..ot e 1.98 1.98 1.98
Series E(7) oot e 1.09 2.19 2.19
Sertes F(8) ......... e e . 0.15 — —

Series G(9) .. vt . — — —

(1} For federal income tax purposes, $4.11 of the Series C dividend, $1.90 of the Series D dividend, $1.05 of
the Series E. dividend and $0.14 of the Series F dividend are estimated to represent ordinary income to
the holders. The remaining portions of each dividend are estimated to represent capital gains.

(2) For federal income tax purposes, $4.04 of the Series C dividend, $1.87 of the Series D dividend and $2.07
of the Series E dividend represent ordinary income to the holders. The remaining portions of each
dividend represent capital gains.

(3) For federal income tax purposes $0.71 of the Series A dividend, $0.38 of the Series B dividend, $3.63 of
the Series C dividend, $1.68 of the Series D dividend and $1.86 of the Series E dividend represent
ordinary income to the holders. The remaining portions of each dividend represent capital gains.

(4) The Series A Preferred Shares were redeemed on May 8, 2001.
(5) The Series B Convertible Preferred Shares were redeemed on March 20, 2001.

(6) ProLogis redeemed 5,000,000 of the 10,000,000 outstanding Series D Preferred Shares on December 1,
2003. The Series D Preferred Shares that were redeemed in 2003 earned dividends of $1.82 per share
prior to their redemption. All of the remaining Series D Preferred Shares were redeemed on January 12,
2004. ‘

(7) The Series E Preferred Shares were redeemed on July 1, 2003.
(8) The Series F Preferred Shares were issued on November 28, 2003.
(9) The Series G Preferred Shares were issued on December 30, 2003.

Pursuant to the terms of its Preferred Shares, ProLogis is restricted from declaring or paying any
distribution with respect to its Common Shares unless and until all cumulative dividends with respect to the
Preferred Shares have been paid and sufficient funds have been set aside for dividends that have been declared
for the then-current dividend period with respect to the Preferred Shares.

ProLogis’ tax return for the year ended December 31, 2003 has not been filed. The taxability information
presented for ProLogis’ distributions and dividends paid in 2003 is based upon the best available data.
ProLogis’ tax returns for previous tax years have not been examined by the Internal Revenue Service.
Consequently, the taxability of distributions and dividends is subject to change.

ProLogis’ earnings and profits are first allocated to the Preferred Shares, which increases the portion of
the Common Share distribution that is characterized as return of capital. The portion of the Common Share
distribution that is characterized as return of capital represents the excess of distributions over the earnings
and profits; and primarily results because non-cash charges such as depreciation are not considered in
determining distribution levels. See “Item 7. Management’s Discussion. and Analysis of Financial Condition
and Results of Operations — Results of Operations.”

36




Securities Authorized for Issuance under Equity Compensation Plans

For information regarding securities authorized for issuance under ProLogis’ equity compensation plans
sée Note 12 to ProLogis’ Consolidated Financial Statements in Item 8. The other information required by this
Item 5 is incorporated herein by reference to the description under the caption “Equity Compensation Plan
Information” in ProLogis’ definitive proxy statement for its 2004 annual meeting of shareholders (2004
Proxy Statement”).

Other Shareholder Matters
Other Issuances of Common Shares

In 2003, ProLogis issued 104,000 Common Shares, upon redemption of limited partnership units in two
of the Partnerships. See “Item 2. Properties — Real Estate Partnerships” and Note 6 to ProLogis’
Consolidated Financial Statements in Item 8. These Common Shares were issued in transactions exempt from
registration under Section 4(2) of the Securities Act.

Common Share Repurchase Prbgram

Under a Common Share repurchase program, ProLogis may repurchase up to $215.0 million of Common
Shares. The Common Shares that have been repurchased to date were purchased through open market or
privately negotiated transactions, depending on market prices and other conditions. Future repurchases, if any,
are expected to be through similar transactions. Common Share repurchases under this program through
December 31, 2003 aggregated 5,571,100 Common Shares at a total cost of $130.9 million. ProLogis has not
made any Common Share repurchases in 2004.

Common Share Plans

ProLogis’ holders of Common Shares may acquire additional Common Shares by automatically
reinvesting Common Share distributions under the 1999 Dividend Reinvestment and Share Purchase Plan,
which was amended in November 2002, (the “1999 Common Share Plan”). Holders of Common Shares who
do not participate in the 1999 Common Share Plan continue to receive Common Share distributions as
declared and paid. The amount of Common Share distributions that can be reinvested is limited to those
distributions earned on no more than 300,000 Common Shares per quarter. The 1999 Common Share Plan
also allows holders of Common Shares that are registered-on the share transfer books of ProLogis in the
shareholder’s name, as well as persons who are not holders of Common Shares, to purchase a limited number
of additional Common Shares by making optional cash payments, without payment of any brokerage
commission or service charge. Common Shares that are acquired under the 1999 Common Share Plan, either
through reinvestment of distributions or through optional cash payments, are acquired at a price ranging from
98% to 100% of the market price of such Common Shares, as determined by ProLogis. ProL.ogis generated net
proceeds of $26.3 million from the issuance of 991,000 Common Shares in 2003 under the 1999 Common
Share Plan.

Under the terms of the ProLogis Trust Employee Share Purchase Plan (the “Employee Share Plan”),
employees of ProLogis and its participating entities may purchase Common Shares, through payroll
deductions only, at a discounted price of 85% of the market price of the Common Shares. The aggregate fair
value of Common Shares that an individual employee can acquire in a calendar year under the Employee
Share Plan is $25,000. Subject to certain provisions, the aggregate number of Common Shares that may be
issued under the Employee Share Plan may not exceed 5,000,000. ProLogis began issuing Common Shares
under the Employee Share Plan in January 2002. In 2003, 34,000 Common Shares were issued under the
Employee Share Plan, generating net proceeds to ProLogis of $0.7 million.

ITEM 6. Selected Financial Data

The following table sets forth selected financial data relating to the historical financial condition and
results of operations of ProLogis for 2003 and the four preceding years. Certain amounts for the years prior to
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2003 presented in the table below have been reclassified to conform to the 2003 financial statement
presentation. The financial data in the tables is qualified in its entirety by, and should be read in conjunction
with, “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations” and
ProLogis’ Consolidated Financial Statements and related notes in Item 8.

ProLogis begins presenting its investments in previously unconsolidated investees on a consolidated basis
when such presentation change is required under generally accepted accounting principles in the United States
of America (“GAAP”) based on changes in Prologis’ ownership interest. Previously reported financial
information is not required to be restated under GAAP when the reporting method is changed to consolidation
from the equity method under these circumstances. ProLogis’ consolidated shareholders’ equity and its
consolidated net earnings are the same under the two reporting methods. See Note 2 to ProLogis’
Consolidated Financial Statements in Item 8.

The amounts in the table below are in thousands of U.S. dollars, except for per share amounts.
, Years Ended December 31,

2003 2002 2001 2000 1999
Operating Data: .

Rental income(1) ................... $ 546,064 § 542202 $ 562,527 $ 572,706 $ 579,733
Other real estate income(2) .. .. o 128,875 126,773 99,890 75,573 46,756
Income (loss) from certain '

unconsolidated investees(3) ......... 59,166 97,876 (16,149) 75,527 22,596
Totalincome ....................... 734,105 766,851 646,268 723,806 649,085
Rental expenses(1) ................. . 136,840 125,316 124,513 118,883 121,408
General and administrative expenses . . .. 65,907 53,893 50,274 44,954 38,284
Total expenses . ..................... 375,324 336,825 322,266 321,229 318,004
Operating income. ................... 358,781 430,026 324,002 402,577 331,081
Income (loss) from other unconsolidated

investees(4) .......... ... ... 52 (1,495) (33,495) 3,331 (77)
Interest expense .. ....... e 155,475 152,958 ~ 163,629 172,191 170,746
Earnings before certain net gains and net

foreign currency exchange

expenses/1osses. . ... 200,282 272,433 126,582 236,221 161,648
Gains on dispositions of real estate, net 1,638 6,648 10,008 1,314 38,994
Gain on partial redemption of ‘

investment(S5)..................... 74,716 — — — —
Foreign currency exchange ‘

expenses/losses, net................ (10,587) - (2,031) (3,721) (17,927) (16,818)
Total income tax expense ............. (15,374)  '(28,169) (4,725) (5,130) (1,550)
Cumulative effect of accounting change. . — L — — — (1,440)
Netearnings........................ 250,675 248,881 128,144 214,478 180,834
Less preferred share dividends(6) ...... 30,485 32,715 37,309 56,763 56,835
Less excess of redemption values over

carrying values of Preferred Shares ,

redeemed(7) .. ...l ' 7,823 — 4797 — —
Net earnings attributable to Common

Shares ........... ... il $ 212,367 § 216,166 $ 86,038 §$ 157,715 § 123,999
Net earnings attributable to Common ‘

Shares per share — Basic ........... - $ 1.18  § 1.22  § 050 § 09 § 0.81
Net earnings attributable to Common :

Shares per share — Diluted ......... $ 1.16 § 1.20 § 049 § 096 § 0.81
Weighted average Common Shares

outstanding:

Basic ....... .. ... i e, 179,245 177,813 172,755 163,651 152,412
Diluted ............... . ..... - 187,222, 184,869 175,197 164,401 152,739
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Common Share Distributions:
Common Share cash distributions
paid(8)
Common Share distributions paid per
share(9)
Funds From Operations(10):
Reconciliation of net earnings to funds
from operations as defined by
ProLogis:
Net earnings attributable to Common
Shares ... .. e
Add (Deduct) NAREIT defined
adjustments:
Real estate related depreciation and
amortization ......... ... . .....
Gains on contributions and sales of
non-CDFS business segment assets,
Somet L
Funds from operations adjustment to
gain on partial redemption of
investment................ e
Cumulative effect of accounting
change............... ...
ProLogis’ share of reconciling items of
unconsolidated investees:
Real estate related depreciation and
amortization . .:...............
Funds from operations adjustment
to gain recognized on disposition
of CDFS business segment assets
(Gains) losses on contributions and
sales of non-CDFS business
segment assets, net
Cumulative effect of accounting
change.......................
Total NAREIT defined
adjustments. ....... e .
Subtotal — NAREIT defined funds from
OpPerations ............. i,
Add (Deduct) ProLogis defined
adjustments:
Foreign currency exchange (gains)
expenses/losses, net..............
Deferred income tax expense ........

Years Ended December 31,

2003 2002 2001 2000 1999
§$ 258,187 $ 252,270 $ 237691 $ 219333 § 208,969
$ 144 5 142 § 138 § 134 § 130
$ 212,367 $ 216166 $§ 86,038 $ 157715 $ 123,999
157085 145233 137.033 146859 150,050
(1638)  (6,648)  (10,008)  (1,314)  (38,994)
(26,894) — — _ _
— — — — 1,440
44,373 41,779 63.950 57,366 49,644
(1,823) - — — —
(12322)  (2,248) 4,417 (744) 826
— — _ — 1,480
158,781 178,116 195392 202,167 164,446
371,148 - 394282 281430 359,882 288,445
7764 (743) - 1,484 19,569 16,596
10,615 17,660 2,258 4230 —
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Years Ended December 31,

2003 2002 2001 2000 1999
ProLogis’ share of reconciling items of
unconsolidated investees:
Foreign currency exchange (gains) ‘ :
expenses/losses, net............ 11,721 (4,269) 8,204 (2,773) 14,650
Deferred income tax (benefit) :
CXPENSE . oo et (503) (13,881) (12,173) (4,190) 510
Total ProLogis defined ' .
adjustments................. 29,597 {1,233) (227) 16,836 31,756
Funds from operations attributable to
Common Shares as defined by
ProLogis ............. T $ 400,745 § 393,049 $ 281,203 §$ 376,718 $ 320,201
Weighted average Common Shares
outstanding: g ‘
Basic ......... .. ... 179,245 177,813 172,755 163,651 152,412
Diluted(11) ...................... 187,222 184,869 180,284 178,166 167,421
Cash Flow Data: . : ‘
Net cash provided by operating activities .. $ 326,795 § 377,235 § 343,272 § 321,091 § 271,376
Net cash provided by (used in) investing ' ’
activities ........ . i 103,952 (376,945) (34,350)

Net cash provided by (used in) financing
activities

(155479)  (136,145)

December 31,

$ 49378 $(158,270) $(477,105) § 44,386 $(230,828)

2003 2002 2001 2000 1999
Financial Position: ‘

Real estate owned, excluding land

held for development, before

depreciation.................. $5,342,884  $5,008,707 $4,387,456  $4,502,087  $4,811255
Land held for development....... 511,163 386,820 200,737 187,405 163,696
Investments in and advances to :

unconsolidated investees ....... 677,293 809,286 1,308,856 1,453,148 940,364
Total assets . .............c...... 6,369,202 5,911,380 5,557,984 5,946,334 5,848,040
‘Lines of credit and short-term ‘

borrowing_s(lZ) ............... 699,468 545,906 375,875 439,822 98,700
Senior unsecured debt .. .. ... .... 1,776,789 1,630,094 1,670,359 1,699,989 1,729,630
Secured debt and assessment _

bonds ............. ... .. .. ... 514,412 555,978 532,106 537,925 695,586
Total liabilities .. ............... 3,270,757 2,994,571 2,838,225 2,972,333 2,832,232
Minority interest................ 37,777 42,467 . 45,639 46,630 62,072
Redeemable preferred shares(6) .. 475,000 400,000 400,000 691,403 710,518
Total shareholders’ equity ........ $3,060,668  $2,874,342  $2,674,120  $2,927,371  $2,953,736
Number of Common Shares

.................. 183 178,146 175,888 165,287 161,825

outstanding 180,

(1) Beginning in 2003, ProLogis has included as part of rental income the amount of rental expenses that
have been recovered from customers under the terms of their lease agreements. Previously, ProLogis
reflected the amounts recovered from customers as a reduction to rental expenses. This reclassification

has been made for all periods presented.




(2) Other real estate income consists primarily of net gains and losses from the contributions and sales of

(3)

4)

(5)

(6)

(7)

(%)

%)

properties in the CDFS business segment. After July 1, 2002, such amounts include the activity of an
unconsolidated investee that, prior to that date, was presented under the equity method.

Income (loss) from certain unconsolidated investees includes these items related to ProLogis’ invest-
ments in two temperature-controlied distribution companies presented under the equity method in
addition to amounts related to unconsolidated investees that operate in the property operations and

" CDFS business segments:

« 2003: ProLogis recognized its proportionate share ($38.3 million) of an impairment charge recog-
nized by its European investee. As a result of the dispositions of certain assets, ProLogis recognized
its proportionate share ($5:2 million) of the net gains recognized by its European investee. Also,
ProLogis recognized its proportionate share ($2.3 million) of a charge representing an adjustment to
the amount recognized in 2002 as a result of the disposition of all of the operations and a significant
portion of the assets of its United States investee.

 2002: ProLogis recognized its proportionate shares ($42.9 million) of impairment charges recognized
by its two investees. As a result of the dispositions of certain operations and assets, ProLogis
recognized its proportionate shares ($1.6 million) of net gains recognized by its two investees.

» 2001: ProLogis recognized its proportionate shares ($88.4 million) of impairment charges recognized
by its two investees. Upon dispositions of certain assets, ProLogis recognized its proportionate share
($4.4 million) of the net losses recognized by its European investee. Also, ProLogis recognized its
proportionate shares ($5.8 million) of the net losses resultrng from the write-off of technology related
investments of its two investees. :

See “Itcrn 7. Management’s Discussion and Analysis of Financial Condition and Results of Opera-

tions — Results of Operations—Other Components of Operating Income — Income (Loss) from
Certain Unconsolidated Investees.”

Income (loss) from other unconsolidated investees includes ProLogis’ proportionate shares of the write-
downs of technology related investments of two of Prologis’ other unconsolidated investees of
$2.1 million in 2002 and $37.0 million in 2001. See “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Results of Operations — Other Income Items —
Income (Loss) from Other Unconsolidated Investees.”

In 2003, ProLogis recognized a $74.7 million gain on the partial redemption of its investment in
ProLogis European Properties Fund, including a foreign currency exchange gain of $47.9 million
resulting from the repatriation of the cash redemption proceeds to the United States. See “Item 7.
Management’s Discussion and Analysis of Financial Conditions and Results of Operations — Results of
Operations — Other Items — Gain on Partial Redemption of Investment.”

In 2003, ProLogis redeemed $175.0 million of Preferred Shares ($50.0 million on July 1, 2003 and
$125.0 million on December 1, 2003). In 2001, ProLogis redeemed $139.6 million-of Preferred Shares
($4.6 million on March 20, 2001 and $135.0 million on May 8, 2001) and $151.8 million of Preferred
Shares were converted into Common Shares during the period from January 1, 2001 to March 20, 2001.
In 2003, ProLogis issued $250.0 million of Preferred Shares ($125.0 million each on November 28,
2003 and December 30, 2003). ‘

The recognition of these charges is discussed in Note 2 to ProLogis” Consolidated Financial Statements
in Item 8 and in “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Other Items — Excess of Redemption Values over Carrylng Values of Preferred Shares
Redeemed.”

For 1999, includes dividends of $11.1 million that were paid to shareholders of another REIT that was
merged with and into ProLogis in 1999.

For 1999, does not include dividends pald to shareholders of another REIT that was merged with and
into ProLogis in 1999,
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(10) Funds from operations is a financial measure that is commonly used in the real estate industry. Although
the National Association of Real Estate Investment Trusts (“NAREIT”) has published a definition of
funds from operations, modifications to the NAREIT calculation of funds from operations are common
among REITs, as companies seek to provide performance measures that meaningfully reflect their
business. Funds from operations, as defined by ProLogis, is presented as a supplemental performance
measure. Funds from operations is not used by ProLogis as, nor should it be considered to be, an
alternative to net earnings computed under GAAP as an indicator of ProLogis’ operating performance or
as an alternative to cash from operating activities computed under GAAP as an indicator of ProLogis’
ability to fund its cash needs.

Funds from operations is not meant to represent a comprehensive system of financial reporting and does
not present, nor does ProLogis intend it to present, a complete picture of its financial condition and
operating performance. ProLogis believes that net earnings computed under GAAP remains the primary
measure of performance and that funds from operations is only meaningful when it is used in
conjunction with net earnings. Further, ProLogis believes that its consolidated financial statements,
prepared in accordance with GAAP, provide the most meaningful picture of its financial condition and
its operating performance. The funds from operations measure presented by ProLogis will not
necessarily be comparable to similarly titled measures of other REITs.

At the same time that NAREIT created and defined its funds from operations concept for the REIT
industry, it also recognized that “management of each of its member companies has. the responsibility
and authority to publish financial information that it regards as useful to the financial community.”
ProLogis believes that financial analysts, potential investors and shareholders who review its operating
results are best served by a defined funds from operations measure that includes other adjustments to net
earnings computed under GAAP in addition to those included in the NAREIT defined measure of
funds from operations. ProLogis’ funds from operations measure is discussed in “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Funds from Operations.”

(11) In calculating the weighted average Common Shares for funds from operations purposes, weighted
average Series B Convertible Preferred Shares and weighted average limited partnership units are
considered potentially dilutive instruments. The weighted average Series B Convertible Preferred Shares
applicable to this calculation are 1,544,000, 8,417,000 and 9,221,000 for 2001, 2000 and 1999,
respectively (the Series B Convertible Preferred Shares were redeemed in 2001). The amount of
Series B Convertible Preferred Share dividends are $81,000, $11,358,000 and $12,523,000 for 2001,
2000 and 1999, respectively (the Series B Convertible Preferred Shares were redeemed in 2001). The
weighted average limited partnership units applicable to this calculation are 4,773,000, 4,938,000,
5,087,000, 5,348,000 and 5,461,000 for 2003, 2002, 2001, 2000 and 1999, respectively. The minority
interest share in earnings associated with these limited partnership units are $4,959,000, $5,508,000,
$5,968,000, $5,586,000 and $4,979,000 for 2003, 2002, 2001, 2000 and 1999, respectively.

(12) At March 5, 2004, ProLogis had $769.8 million of total borrowings outstanding under its revolving lines
of credit resulting in $728.2 million of borrowing capacity available (total capacity of $1.52 billion
reduced by $23.7 million of letters of credit outstanding with lending banks at March 5, 2004).

ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with ProLogis’ Consolidated Financial Statements
and the related notes included in Item 8 of this report.

Some statements contained in this discussion are not historical facts but are forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995. Because these forward-looking
statements are based on current expectations, estimates and projections about the industry and markets in
which Prologis operates, management’s beliefs and assumptions made by management, they involve

kb [13

uncertainties that could significantly impact ProLogis’ financial results. Words such as “expects”, “antici-
pates”, “intends”, “plans”, “believes”, “seeks”, “estimates”, variations of such words and similar expressions
are intended to identify such forward-looking statements. Forward-looking statements include discussions of

strategy, plans or intentions of management. These statements are not guarantees of future performance and
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involve certain risks, uncertainties and assumptions that are difficult to predict. The discussions concerning
Prologis’ expectations with respect to economic conditions in the geographic areas where it has operations
and its ability to raise private capital and generate income in the CDFS business segment (including the
discussions with respect to ProLogis’ expectations as to the availability of capital in its existing property funds
such that these property funds will be able to acquire ProLogis’ stabilized developed properties that are
expected to be available for contribution in the future) contain forward-looking statements. Therefore, actual
outcomes and results may differ materially from what is expressed or forecasted in such forward-looking
statements. Factors that may affect outcomes and results include: (i) changes int general economic conditions
in ProLogis’ markets that could adversely affect demand for ProLogis’ properties and the creditworthiness of
ProLogis’ customers; (ii) changes in financial markets, interest rates and foreign currency exchange rates that
could adversely affect ProLogis’ cost of capital, its ability to meet its financial needs and obligations and its
results of operations; (iii) increased or unanticipated competition for distribution properties in ProLogis’
markets; (iv) the availability of private capital to ProLogis; (v) geopolitical concerns and uncertainties; and
(vi) those additional factors discussed under “— Risk Factors,”

Overview

A summary of the discussions that follow in “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations” is presented below.

Results of Operations:

+ ProLogis’ net earnings attributable to Common Shares were $212.4 million in 2003 and $216.2 million
in 2002. '

» Operating income of ProLogis’ property operations segment increased by $3.1 million in 2003 over
2002; stabilized leased percentage at December 31, 2003 was approximately 1.0% lower than at
December 31, 2002; rental rates on new leases of previously leased space decreased 4.8% in 2003; and
same store net operating income, as defined, was slightly higher than in 2002, 0.09%.

« ProLogis’ income from proper‘iy funds increased in 2003, including an increase in fees earned from
property funds of $9.7 million. No new property funds were formed in 2003.

* Operating income of ProLogis’ CDFS business segment was $27.5 million less in 2003 than in 2002;
dispositions of properties in this segment in Europe were down from the 2002 level but dispositions in
Japan increased in 2003; reduced transaction volume in Europe was primarily the result of slower
leasing activity in the CDFS business segment’s properties.

» ProLogis recognized a loss of $13.0 million under the equity method from its investments in
temperature-controlied distribution companies as compared to income of $7.1 million from these
investments in 2002. ProLogis’ remaining temperature-controlled distribution investee continued to
dispose of its operating assets in 2003. This investee’s remaining operating assets at December 31, 2003
were primarily in France and were held for sale.

+ ProLogis recognized a gain of $74.7 million on the partial redemption of its investment in ProLogis
European Properties Fund, including a foreign currency exchange gain of $47.9 million resulting from
the repatriation of the cash redemption proceeds to the United States.

Liquidity and Capital Resources:

» Generated net cash flow from operating activities in 2003 of $326.8 million.

« Used net cash in its investing activities of $155.5 million in 2003 (used $1.31 billion for real estate
investments and generated $835.2 million from contributions and sales of properties and land parcels).

 Repatriated $210.3 million to the United States from the partial redemption of its investment in
ProLogis European Properties Fund. :
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o Issued $331.0 million of long-term debt and made principal payments on long-term debt of
$224.8 million.

« Issued two new series of Preferred Shares generatmg net proceeds of $241.8 million and redeemed
$175.0 million of Preferred Shares. :

+ Distributed $1.44 per Common Share in 2003 for aggregate distributions paid of $258.2 million in
2003; set the distribution level for 2004 at $1.46 per Common Share; ProLogis has increased its
Common Share distribution level every year since its Common Shares became publicly traded in 1994.

« Increased the total borrowing capacity under its revolving lines of credit to over $1.5 billion.

Critical Accounting Policies

A critical accounting policy is one that is both important to the portrayal of an entity’s financial condition
and results of operations and requires judgment on the part of management. Generally, the judgment requires
management to make estimates about the effect of matters that are inherently uncertain. Of the accounting
policies discussed in Note 2 to ProLogis’ Consolidated Financial Statements in Item 8, those presented below
have been identified by ProLogis as critical accounting policies.

Consolidation

ProLogis’ consolidated financial statements include the accounts of ProLogis, its wholly owned subsidiar-
ies and its majority-owned and controlled subsidiaries and partnerships. All entities in which ProLogis owns a
majority voting interest are consolidated. Investments in entities in which ProLogis does not own a majority
voting interest but over which ProLogis does have the ability to exercise significant influence over operating
and financial policies are presented under the equity method. Investments in entities in which ProLogis does
not own a majority voting interest and over which ProLogis does not have the ability to exercise significant
influence are carried at the lower of cost or fair value, as appropriate. Management’s judgments with respect to
its level of influence or control of each entity involves consideration of various factors including the form of
ProLogis’ ownership interest, its representation on the entity’s board of directors, the size of its investment
(including loans) and ProLogis’ ability to participate in policy making decisions. Management’s ability to
correctly assess its influence or control over an entity affects the presentation of these investments in ProLogis’
Consolidated Financial Statements and, consequently, its financial position and specific items in its results of
operations that are used by its sharcholders, potential investors, industry analysts and lenders to evaluate
ProLogis.

In January 2003, Interpretation No. 46, “Consolidation of Variable Interest Entities”, was issued.
Interpretation No. 46 was revised in December 2003. The revised Interpretation No. 46 (“FIN 46R”) is
applicable to ProLogis for the interim period that ends after March 15, 2004. FIN 46R clarifies the application
of Accounting Research Bulletin No. 51, “Consolidated Financial Statements”, and requires that ProLogis
present the variable interest entities in which it has a majority variable interest on a consolidated basis in its
financial statements. ProLogis is continuing to assess the provisions of FIN 46R and the impact to ProLogis of
its adoption. At this time, ProLogis expects that it will consolidate its investments in TCL Holding S.A,,
formerly Frigoscandia Holding S.A. (“TCL Holding™) and CSI/Frigo LLC, a company that holds the voting
ownership interest in TCL Holding, as of January 1, 2004. Through December 31, 2003, ProLogis has
presented its investments in TCL Holding and CSI/Frigo LLC under the equity method. ProLogis’ combined
effective ownership in these entities was 99.75% at December 31, 2003, ProLogis expects that it will continue
to present its investments in all of its other unconsolidated investees under the equity method after FIN 46R is
adopted. Management’s ability to correctly assess its investments under the new rules with respect to variable
interest entities will affect the presentation of these investments in ProLogis’ Consolidated Financial
Statements and, consequently, its financial position and specific items in its results of operations that are used
by its shareholders, potential investors, industry analysts and lenders to evaluate ProLogis.
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Impairment of Long-Lived Assets

ProLogis and its unconsolidated investees assess the carrying values of their respective long-lived assets
whenever events or changes in circumstances indicate that the carrying amounts of these assets may not be
recoverable and, with respect to goodwill, at least annually applying a fair-value-based test. The determination
of the fair values of long-lived assets, including goodwill, involves significant judgment. This judgment is based
on management’s analysis and-estimates of the future operating results and resulting cash flows of each long-
lived asset. Management’s ability to accurately predict future operating results and cash flows 1mpacts the
determination of fair value.

If there is a decline in the fair value of a long-lived asset combined with a history of the asset generating
operating losses, ProLogis or its unconsolidated investees will be required to determine whether the operating
losses associated with the asset will continue. Management’s assessment as to the nature of a decline in fair
value is primarily based on estimates of future operating results, the resulting cash flows and ProLogis’ intent
to either hold or dispose of the long-lived asset. If an investment is considered impaired, a write-down is
recognized based on these analyses.

Revenue Recognition

ProLogis recognizes gains and losses from the contributions and sales of real estate assets, generally at the
time the title is transferred and ProLogis has no future involvement as a direct owner of the real estate asset
contributed or sold. In certain transactions, an entity in which PI‘OLOng has an ownership interest will acquire
a real .estate asset from ProLogis. Management makes judgments based on the specific terms of each
transaction as to the amount of the total profit from the transaction that ProLogis can recognize given its
continuing ownership interest and its level of future involvement with the investee that acquires the assets.
Management’s ability to accurately assess the provisions of each transaction under the accounting guidelines
for profit recognition could impact ProLogis’ financial position and specific items in its results of operations
that are used by shareholders, potential investors, industry analysts and lenders to evaluate ProLogis.

Depreciation and Useful Lives of Real Estate Assets

ProLogis estimates the depreciablé portion of its real estate assets and their related useful lives in order to
record depreciation expense. Management’s ability to accurately estimate the depreciable portions of its real
estate assets and their useful lives is critical to the determination of the appropriate amount of depreciation
expense recorded and the carrying values of the underlying assets. Any change to the estimated depreciable
lives of these assets would have an impact on the depreciation expense recognized by ProLogis.

Results of Operations

ProLogis’ net earnings attributable to Common Shares were $212.4 million in 2003, $216.2 million in
2002 and $86.0 million in 2001. Basic and diluted net earnings attributable to Common Shares were $1.18 and
$1.16 per share, respectively, in 2003, $1.22 and $1.20 per share, respectively, in 2002 and $0.50 and $0.49 per
share, respectively, in 2001.

Property Operations

In addition to its directly owned operating properties, ProLogis includes its investments in the property
funds, that are presented under the equity method, in its property operations segment. See Note 4 to ProLogis’
Consolidated Financial Statements in Item 8. ProLogis owned operating properties directly or had ownership
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interests in operating properties through its investments in the property funds as follows as of the dates
indicated (square feet in thousands):

December 31,

2003 © 2002 ‘ 2001
' Square Square Square
Number Feet Number Feet Number Feet
Direct ownership .. ............. 1,252 133,141 1,230 127,956 1,208 123,356
Property funds(1) ........... ... 485 97,219 444 82,633 334 57,477

Totals .................... 1,737 230,360 1,674 210,589 1,542 180,833

(1) ProLogis’ ownership interests in the property funds ranged from 14% to 50% at December 31, 2003.
See “Item 2. Properties — Properties” and “Item 2. Properties — Unconsolidated Investees.”

The operating income of ProLogis’ pro;;erty operations segment consists of: (i) rental income and rental
expenses from the operating properties that are directly owned by ProLogis; (ii) income recognized by
ProLogis under the equity method from its investments in the property funds; (iii) fees and other income
earned by ProLogis for services performed on behalf of the property funds, primarily property management
and asset management services; and (iv) interest earned on advances to the property funds, if any. The net
earnings or losses generated by operating properties that were developed or acquired in the CDFS business
segment are included in the property operations segment during the interim period that these properties are
included in the property operations segment, generally from the date of completion or acquisition through the
date the properties are contributed or sold. See “Item 1. “Business — ProLogis’ Operating Segments —
Property Operations”, “Item 1. Business — ProLogis’ Operating Segments — CDFS Business” and Note 10
to ProLogis’ Consolidated Financial Statements in Item 8. ‘

The amounts recognized under the equity method represent ProLogis™ proportionate share of the net
earnings or loss of each property fund based on its ownership interest in the property fund. The net earnings or
losses of the property funds includes the following income and expense items, in addition to rental income and
rental expenses: (i) interest income and interest expense; (ii) depreciation and amortization expenses;
(iii) general and administrative expenses; (iv) income taxes; and (v) foreign currency exchange gains and
losses, with respect to ProLogis European Properties Fund. See Notes 4 and 10 to ProLogis’ Consolidated




Financial Statements in Item 8. ProLogis’ operating income from the property operations segment was as
follows for the periods indicated (in thousands of U.S. dollars).

Years Ended December 31,

. . 2003 2002 2001

Properties directly owned by ProLogis:

Rental income(1) ... ... ... ... .. ... ... ... $546,064  $542,202  $562,527

Rental expenses(2) ... ...oovririirei i 136,840 125,316 124,513

Net operating income . . . ... ... iiiennnenn... 409,224 416,886 438,014

Property funds(3): ' |

Income from ProLogis California(4)(5) ................ 14,229 14,379 13,147

Income from ProLogis North American Propertles ‘

Fund I(4)(6) ... . cov 5,177 5,997 4,648
Income from ProLogis North American Properties

Fund IT(4)(7). ... .. 2,381 3,645 - 2,328
Income from ProLogis North American Propertles '

S Fund HI(4)(B) ..o 2,827 . 2,779 1,178
Income from ProLogis North American Properties -

Fund IV(4)(9) ..o , 1,924 1,977 . 598
Income from ProLogis North American Properties .

Fund V(10) . ... o 12,500 7,544 -
Income from Prologis European Properties Fund(11) .. .. 30,190 24,162 17,581
Income from ProLogis Japan Properties Fund(12) ....... 2,221 23 . . —

Subtotal property funds ............ ... ... 71,449 60,722 39,480
. Total probérty operations segment ........... e $480,673  $477,608  $477,494

(1) The number and composition of operating properties that are directly owned by ProLogis throughout the
periods presented impact rental income for each period. Rental income in 2003 includes $5.6 million of
termination and renegotiation fees as compared to comparable fees recognized in 2002 of $14.6 million
and in 2001 of $3.1 million. In certain leasing situations, ProLogis finds it advantageous to negotiate
lease terminations with a customer, particularly when the customer is experiencing financial difficulties
or when ProLogis believes that it can re-lease the space at rates that, when combined with the
termination fee, provides a total return to ProLogis in excess of what was being earned under the original
lease terms. ProLogis cannot predict the levels of such fees that will be earned in the future or whether
ProLogis will be successful in re-leasing, in a timely manner, the vacant space associated with the lease
terminations. Rental expense recoveries from customers, a component of rental income, were $99.4 mil-
lion in 2003, $92.7 million in 2002 and $95.8 million in 2001. Total rental expense recoveries were
72.7%, 74.0% and 76.9% of total rental expenses in 2003, 2002 and 2001, respectively. Rental expense
recoveries as a percentage of total rental expenses has declined over the last three years due to the

- impact of lower average occupancy levels that have been experienced over this three-year period. Lower

- occupancy levels will result in certain fixed costs being borne directly by ProLogis in instances where
‘customers are not'occupying the space to which the expenses relate. Additionally, ProLogis will absorb a
hlgher percentage of common area costs when occupancy levels are lower because there are fewer
customers available from whorm these costs can be recovered.

Rental income, excluding termination and renegotiation fees and rental expense recoveries, was
$441.1 million in 2003, $434.9 million in 2002 and $463.6 million in 2001. The decrease in 2002 from
2001 is primarily due to lower average occupancy levels in 2002.as compared to 2001. Overall occupancy
declines were experienced in many markets in North America and Europe in 2002, which offset the
impact of having more properties in the directly owned portfolio in 2002 as compared to 2001. In 2003,
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(2)

(3)

(4)

(3)

(6)

(7)

(8)

(%)

(10)

(11)

the average occupancy levels were lower than 2002 levels; however, the increase in the number of
properties in the directly owned portfolio in 2003 was sufficient to mitigate this effect.

The number and composition of operating properties that are directly owned by ProLogis throughout the
periods presented impacts rental expenses for each period. The increase in rental expenses in 2003 from
the 2002 and 2001 levels is primarily the result of the number and composition of operating properties in
the directly owned portfolio in each period.

Rental expenses are presented before any recoveries from customers, which are a component of rental
income. Rental expenses as a percentage of rental income, before rental expense recoveries and
termination and renegotiation fees, were 31.0% in 2003 as compared to 28.8% in 2002 and 26.9% in
2001. Generally, in periods when occupancy levels reduce rental income this percentage will rise as
many rental expenses are fixed costs.

The income from property funds includes fees earned by ProLogis for providing services to the property
funds of $44.2 million in 2003, $34.5 million in 2002 and $18.1 million in 2001.

The net earnings of the property funds whose portfolios did not change significantly over the three years
presented, of which ProLogis recognizes its proportionate shares, fluctuate from period to period
primarily due to occupancy levels and the amount of termination and renegotiation fees earned.

ProLogis’ ownership interest in ProLogis California was 50% for all periods presented and ProLogis
California was in operation with substantially the same portfolio of properties for all periods presented.

ProLogis’ ownership interest in ProLogis North American Properties Fund [ was 41.3% for substantially
all of the periods presented and ProLogis North American Properties Fund I was in operation with
substantially the same portfolio of properties for all periods presented.

ProLogis’ ownership interest in ProLogis North American Properties Fund II was 20% for all periods
presented and ProLogis North American Properties Fund I1 was in operation with the same portfolio of
properties for all periods presented.

ProLogis’ ownership interest in ProLogis North American Properties Fund 111 has been 20% since its
inception on June 15, 2001. ProLogis North American Properties Fund I1I has had the same portfolio of
properties since its inception.

ProLogis’ ownership interest in ProLogis North American Properties Fund IV has been 20% since its
inception on September 21, 2001. ProLogis North American Properties Fund 1V has had the same
portfolio of properties since its inception.

ProLogis North American Properties Fund V began operations on March 28, 2002 and increased the
size of its portfolio of properties in each subsequent quarter through September 2003. ProLogis’

~ownership interest in ProLogis North American Properties Fund V was 14.0% at December 31, 2003

and 16.1% at December 31, 2002.

ProLogis-European Properties Fund began operations in 1999 and has increased the size of its portfolio
of properties in each year since inception. ProLogis’ ownership interest in ProLogis European Properties
Fund was 21.9% at December 31, 2003, 29.6% at December 31, 2002 and 35.4% at December 31, 2001.

Amounts presented for ProLogis European Properties Fund include ProLogis’ proportionate share of net
foreign currency exchange gains and losses. These amounts were $13.4 million of net losses in 2003,
$4.5 million of net losses in 2002 and $0.8 million of net gains in 2001. Excluding these net foreign
currency exchange gains and losses, ProLogis’ proportionate share of the net earnings of ProLogis
European Properties Fund would be $43.6 million, $28.7 million and $16.8 million for 2003, 2002 and
2001, respectively. The increase in the income recognized by ProLogis from its ownership in this
property fund, excluding net foreign currency exchange gains and losses, is the result of: (i) the
additional properties owned in 2003 as compared to 2002 and in 2002 as compared to 2001;
(ii) increases in the fees earned by ProLogis for services provided to the property fund due to the
increase in the number of properties managed by ProLogis; offset by (iii) higher interest costs
associated with the higher debt levels that primarily result from the use of debt to acquire the additional
properties; and (iv) decreases in ProLogis’ ownership interest in each year. Additionally, the average
foreign currency exchange rate at which ProLogis translates the net earnings of the ProLogis European
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Properties Fund to U.S. dollars increased in both 2003 and 2002, resulting in the recognition of higher
earnings by ProLogis under the equity method.

(12) ProLogis’ ownership interest in ProLogis Japan Properties Fund has been 20% since its inception on
September 24, 2002. ProLogis Japan Properties Fund has increased its portfolio size from one property
at inception to five properties at December 31, 2003,

The stabilized operating properties owned by ProLogis and the property funds were 90.2% leased at
December 31, 2003, 91.2% leased at December 31, 2002 and 93.1% leased at December 31, 2001. ProLogis
defines its stabilized properties as those properties where the capital improvements, repositioning efforts, new
management and new marketing programs for acquisitions or the marketing programs in the case of newly
developed properties, have been completed and in effect for a sufficient period of time, generally 12 months. A
property enters the stabilized pool at the earlier of 12 months or when it is substantially leased, which is
defined by ProLogis generally as 93%.

ProLogis believes that the reduction in its stabilized occupancy levels experienced in 2003 was primarily
the result of weak economic conditions in the United States and certain Western European countries, that
resulted in a slowing of customer leasing decisions and a slowing in the absorption of new distribution
properties in many of ProLogis’ markets. Additionally, ProLogis believes that geopolitical concerns and
uncertainties, primarily in Europe, in the early part of 2003 also contributed to the slower leasing activity.
ProLogis has not observed similar trends in Japan. ProLogis does not expect economic conditions to change
significantly in 2004, While there were some positive trends in occupancy levels in certain markets in late
2003, ProLogis believes that occupancies will not increase significantly but that further declines in occupan-
cies, if any, will not be significant. ProLogis continues to believe that shifts in distribution patterns of its
customers in Europe and Japan and their needs to reduce their distribution costs have been, and will continue
to be, key drivers of leasing decisions in ‘many of its European markets and in Japan. ProLogis believes that the
diversification of its global operating platform and the ProLogis Operating System have somewhat mitigated
the effects of market occupancy decreases. ’

Rental rates in 2003 for both new and renewed leases for previously leased space (42.8 million square
feet) for all properties including those owned by the property funds decreased by 4.8% as compared to rental
rate growth of 2.0% in 2002 and 14.6% in 2001 on similar transactions. ProLogis believes that the negative
rental rate growth experienced in 2003 is the result of decreased customer demand that negatively impacts the
rental rates that can be charged in a particular market.

Prologis’ same store portfolio of operating properties, properties owned by ProLogis and the property
funds that were in operation throughout all of 2003 and 2002, aggregated 179.3 million square feet. ProLogis
views the operating results of the same store portfolio as a key component in evaluating the performance of its
properties, its management personnel and its individual markets because this population is consistent from
period to period, thereby eliminating the effects on performance measures of changes in the composition of the:
portfolio. Net operating income, defined for the same store analysis as rental income, excluding termination
and renegotiation fees, less rental expenses, generated by the same store portfolio increased by 0.09% in 2003
from 2002. In 2002, the net operating income of the same store portfolio applicable to that period decreased by
0.90% from 2001. The percentage change presented is the weighted average of the measure computed
separately for ProLogis and each of the property funds with the weighting based on each entity’s proportionate
share of the combined component-on which the change is computed. In order to derive an appropriate
measure of period-to-period operating performance, the percentage change computation removes the effects of
foreign currency exchange rate movements by computing each property’s components in that property’s
functional currency.

Rental income computed under GAAP applicable to the properties included in the same store portfolio is
adjusted to remove the net termination and renegotiation fees recognized in each period. Net termination and
renegotiation fees excluded from rental income were $1.6 million for directly owned properties and
$1.2 million for propertics owned by the property funds for 2003; $12.5 million for directly owned properties
and $6.3 million for properties owned by the property funds for 2002; and $1.7 million for directly owned
properties and $0.03 million for properties owned by the property funds for 2001. Net termination and
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renegotiation fees represent the gross fee negotiated to allow a customer to terminate their lease, offset by that
customer’s rent leveling asset that has been previously recognized under GAAP, if any. Removing the net
termination fees from the same store calculation of rental income allows ProLogis’ management to evaluate
the growth or decline in each property’s rental income without regard to items that are not indicative of the
property’s recurring operating performance. Customer terminations are negotiated under specific circum-
stances and are not subject to specific provisions or rights allowed under the lease agreements.

In computing the percentage change in rental expenses, the rental expenses applicable to the properties in
the same store portfolio include property management expenses for ProLogis’ directly owned properties. These
expenses are based on the property management fee that is provided for in the individual agreements under
which ProLogis’ wholly owned management company provides property management services to each
property (generally the fee is based on a percentage of revenues). On consolidation, the management fee
income earned by the management company and the management fee expense recognized by the properties
are eliminated and the direct costs of providing management services are recognized as part of Prologis’ net
rental expenses reported under GAAP.

CDFS Business

Operating income from ProLogis’ CDFS business segment consists primarily of: (i) the gains and losses
from the contributions and sales of developed properties and from the contributions of properties that were
acquired with the intent to contribute the properties to a property fund, including properties that have been
rehabilitated and/or repositioned; (ii) gains and losses from the dispositions of land parcels; (iii) development
management fees earned by ProLogis for services provided to third parties; and (iv) income recognized under
the equity method from ProLogis’ investments in unconsolidated investees through June 30, 2002. Under the
equity method, ProLogis recognized its proportionate shares of the earnings of ProLogis UK Holdings S.A.,
formerly Kingspark Holding S.A., (collectively with its subsidiaries, “Kingspark S.A.”), a Luxembourg
company that performs CDFS business activities in the United Kingdom and Kingspark LLC, a holding
company that held the voting ownership interests of Kingspark S.A. through June 30, 2002. ProLogis began
consolidating its investments in Kingspark S.A. and Kingspark LLC on July 1, 2002. See Notes 2 and 4 to
ProLogis’ Consolidated Financial Statements in Item 8. ProLogis’ proportionate shares of the net earnings or
losses recognized from its ownership interests in Kingspark, S.A. and Kingspark LLC includes (in addition to
net operating income): (i) interest income and interest expense (net of capitalized amounts); (ii) general and
administrative expenses (net of capitalized amounts); (iii) income taxes; and (iv) foreign currency exchange
gains and losses.

Income from the CDFS business segment is dependent on ProLogis’ ability to develop and timely lease
properties, or to acquire properties that can be contributed to property funds or sold to third parties, generating
profits to ProLogis, and ProLogis’ success in raising private capital to acquire its properties through the
formation of property funds or other sources. In 2003, ProLogis’ operating income in this segment decreased
from 2002 by $27.5 million. This decrease was due to longer lease-up periods for ProLogis’ CDES business
segment properties, as ProLogis observed a slowing of customers’ decision-making processes with respect to

- changes in their distribution networks. ProLogis attributes the decreased leasing activity experienced in 2003
to economic weaknesses in many of its markets coupled with geopolitical concerns and uncertainties
(primarily in Europe during the early part of 2003). There can be no assurance that ProLogis will be able to
maintain or increase the current level of operating income in this operating segment. ProLogis cannot predict
the effect that any economic and other uncertainties will continue to have on its ability to lease its properties,
or the length of time that such uncertainties will continue. If ProLogis is unable to timely lease its completed
developments, it will be unable to contribute these properties to property funds or otherwise dispose of the
properties and would be unable to recognize profits from its development activities in the anticipated reporting
period. See “Item 1. ProLogis — ProLogis’ Operating Segments — CDFS Business — Future Plans,”
“— Risk Factors — General Real Estate Risks — Risks Associated with the Contribution and Sale of
Properties” and “— Risk Factors — Financing and Capital Risks — Access to Capital.”




ProLogis’ operating income from the CDFS business segment decreased in 2003 from 2002 and 2001
levels. The CDFS business segment’s operating income includes the following components for the periods
indicated (in thousands of U.S. dollars): '

Years Ended December 31,

2003 2002 2001
Net gains(1l) ............ e e $105,653  $113,912  § 94,487
Recognition of previously deferred gains(2) ............... 27,116 8,352 2,360
Development management fees.......................... 2,048 4,038 2,723
Income from Kingspark S.A. and Kingspark LLC.......... — 29,531 55,839
Income from CDFS Joint Ventures(3) ................... 730 . 551 —
Miscellaneous fees and otherincome ..................... 301 470 321
Other expenses and charges(4) ................ ... ... ... (11,051) (4,540) (3,983)
Total CDFS business segment ...................... $124,797  $152,314  $151,747

Had ProLogis presented its investments in Kingspark S.A. and Kingspark LLC on a consolidated basis
for all of 2002 and 2001, ProLogis’ CDFS business segment’s operating income would have been as follows (in
thousands of U.S. dollars):

Years Ended December 31,

2002 2001

2003 (Pro Forma) (Pro Forma)

Net gains(5) ..ot $105,653 $128,752 $133,257
Recognition of previously deferred gains(2) ............ 27,116 8,352 2,360
Development management fees. ...................... 2,048 9,736 8,050
Income from Kingspark S.A. and Kingspark LLC....... — — —
Income from CDFS Joint Ventures(3) ...:............ 730 551 2,271
Miscellaneous fees and other income.................. 301 486 321
Other expenses and charges(4) ...................... (11,051) (4,592) (4,093)
Other(6) ...t i e — 9,029 9,581
Total CDFS business segment ................... $124,797 $152,314 $151,747

(1) Represents the net gains from the dispositions of land parcels, contributions and sales of properties and
the discontinuation of participation and significant reduction of investment in a joint venture as follows:

» 2003: 208 acres; 14.2 million square feet; $894.9 million of proceeds (including $35.9 million generated
by the significant reduction of investment in a joint venture);

« 2002: 45 acres; 16.9 million square feet; $972.6 million of proceeds; and
» 2001: 229 acres; 14.5 million square feet; $714.0 million of proceeds.

(2) Upon the disposition to third parties of properties contributed by ProLogis and/or the decrease in
ProLogis’ ownership interest in a property fund, portions of the gains from previous contributions that had
been deferred due to ProLogis’ continuing ownership in the property fund that acquired the properties are
recognized in income. In 2003, Prologis European Properties Fund sold 13 properties to third parties
resulting in the recognition of $11.4 million of the previously deferred gains associated with the original
contribution of these properties by ProLogis. ProLogis’ ownership interest in ProLogis European
Properties Fund decreased from 34.4% at January 1, 2001 to 21.9% at December 31, 2003. ProLogis’
ownership interest in ProLogis North American Properties Fund V decreased from a high of 16.9% in
2002 to 14% at December 31, 2003. See Note 2 to ProLogis’ Consolidated Financial Statements in
[tem 8.
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(3) ProLogis, through Kingspark S.A., has investments in joint ventures that perform CDFS business
activities in the United Kingdom - (the “CDFS Joint Ventures”). ProLogis’ ownership in each of the
CDFS Joint Ventures was 50% at each period end. Originally, Kingspark S.A. had invested in four CDFS
Joint Ventures, one of which owned 11 operating properties that it had previously developed. ProLogis
discontinued its participation and significantly reduced its investment in this joint venture in November
2003. The remaining CDFS Joint Ventures own no operating properties and engage primarily in
development activities. While ProLogis’ investment in Kingspark S.A. was presented under the equity
method, the CDFS Joint Ventures that were accounted for under the equity method by Kingspark S.A.
were not separately presented in ProLogis’ Consolidated Balance Sheet. See Note 4 to ProLogis’
Consolidated Financial Statements in [tem 8.

(4) Includes land holding costs of $2.9 million, $2.8 million and $2.7 million in 2003, 2002 and 2001,
respectively, and the write-off of previously capitalized pursuit costs related to potential CDFS business
segment projects of $1.9 million, $1.7 million and $1.3 million in 2003, 2002 and 2001, respectively. Also
in 2003, ProLogis recognized charges of $6.3 million against previously recognized gains generated by
properties that were contributed to property funds. These charges were primarily associated with the
settlement of customer balances and additional costs associated with the transfers of certain properties in
Mexico.

(5) On a pro forma basis, represents the net gains from the dispositions of land parcels, contributions and
sales of properties and the discontinuation of participation and significant reduction of investment in a
joint venture as follows:

+ 2003: 208 acres; 14.2 million square feet; $894.9 million of proceeds (including $35.9 million generated
by the significant reduction of investment in a joint venture);

» 2002: 68 acres; 18.1 million square feet; $1,119.0 million of proceeds; and
» 2001: 292 acres; 17.2 million square feet; $1,014.0 million of proceeds.

(6) The income recognized by ProLogis under the equity method from its investments in Kingspark S.A. and
Kingspark LLC for the six months in 2002 and for the year ended December 31, 2001 includes items
that, when presented on a consolidated basis, would not be included in the CDFS business segment’s
operating income. Such items include:

+ Net rental income of $1.7 million for 2002 and $2.6 million for 2001,
» General and administrative expenses of $1.6 million for 2002 and $1.7 million for 2001;
« Interest income of $0.2 million for 2002 and $1.3 million for 2001;

« Current income tax expense of $2.6 million for 2002 and deferred and current income tax benefits of
$3.7 million for 2001;

» Gross interest expense of $0.9 million for 2002 and additional capitalized interest of $8.0 million for
2002 and $12.1 million for 2001;

» Depreciation and amortization expense of $0.2 million for 2002 and $3.8 million for 2001; and
+ Net foreign currency exchange gains of $4.4 million in 2002 and foreign currency exchange losses of
$4.6 million in 2001.

Since 1999, ProLogis’ focus in the CDFS business segment reflects the economic and market conditions
in the areas in which it owns properties. Accordingly, there has been a shift of ProLogis® CDFS business
activity since 2000 in favor of Japan. ProLogis’ CDFS business segment assets were located in North America
(35%) and Europe (65%) at December 31, 2000. At December 31, 2003, ProLogis’ CDFS business segment
assets were located in North America (22%), Europe (57%) and Japan (21%). The operating income of the
CDFEFS business segment was earned as follows for 2003, 2002 and 2001:

+ 2003: 39% in North America, 39% in Europe and 22% in Japan.
¢ 2002: 36% in North America, 60% in Europe and 4% in Japan.
¢ 2001: 43% in North America and 57% in Europe.
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See Note 10 to ProLegis’ Consolidated Financial Statements in Item 8.

ProLogis will continue to monitor leasing activity and general economic conditions in the United States
as it pertains to its CDFS business segment operations with the expectation that such an economic recovery
could provide increased CDFS business opportunities to ProLogis as companies continue optimizing their
supply chains. ProLogis believes that the continued demand for state-of-the-art distribution properties in
Europe could result in the acceleration of leasing decisions that could provide opportunities for ProLogis in the
CDFS business segment; however, ProLogis will continue to monitor the impacts of economic and other
uncertainties that negatively impacted leasing in Europe during 2003. ProLogis believes its development
activities will not be significantly affected by land entitlement constraints that currently exist in Europe
because it has almost 1,900 acres of land owned or controlled in Europe at December 31, 2003 and its
personnel are experienced in the land entitlement process. As in Europe, ProLogis believes that demand for
state-of-the-art distribution properties in Japan will continue to provide opportunities for ProlLogis in the
CDFS business segment. ProLogis has not observed similar trends in Japan with respect to economic and
other uncertainties. In Japan, the CDFS business opportunities available to ProLogis will be llmlted if
ProLogis s unable to acqu1re adequate land parcels for development :

Other Components of Operating Income
, General'and Administrative Expense

General and administrative expense was $65.9 million in 2003, $53.9 million in 2002 and $30.3 million in
2001. Had ProLogis presented its inyestments in Kingspark S.A. and Kingspark LLC on a consolidated basis
for all of 2002 and 2001, ProLogis would have recognized general and administrative expense of $55.5 million
and $52.0 million for 2002 and 2001, respectively. General and administrative expense is primarily a function
of the various business initiatives being undertaken in a given period and can vary from year to year based on
ProLogis’ business activities. Also, the average foreign currency exchange rate used to translate to U.S. dollars
the general and administrative expense recognized by ProLogis’ European subsidiaries prior to consolidation
was significantly higher in 2003 as compared to 2002 and 2001. For a discussion of the presentation of
ProLogis’ investments in Kingspark S.A. and Kingspark LLC, see Notes 2 and 4 to ProLogls Consolidated
Financial Statements in Item 8.

Income {Loss) from Certain Unconsolidated Investees

Amounts recognized by ProlLogis under the equity method from its investments in unconsolidated
investees that operate temperature-controlled distribution networks and are not included in one of ProLogis’
two operating segments were as follows for the periods presented (in thousands of U.S. dollars). For a
discussion of these unconsolidated investees, see Note 4 to ProLogis’ Consolidated Financial Statements in
Item 8. ‘

Years Ended December 31,

. . 2003 2002 2001
CTCL Holding(1) oo $(10,727) $ 2917 $ (52,972)
ProLogis Logistics(2) .. ... ovvrr i (2,286) 4,155 (58,496)

$(13,013) $ 7,072 $(111,468)

(1) For substantially all of the periods presented, ProL.ogis’ effective ownership interest in TCL Holding was
_in excess of 99%. TCL Holding owns TCL Holding AB (formerly Frigoscandia Holding AB), a
temperature-controlled distribution company that operates in Europe. During the years 2001 to 2003,
TCL Holding and TCL Holding AB recognized net gains and losses from the dispositions of TCL
Holding AB’s operations and operating assets in ten countries. ProLogis’ proportionate share of the
aggregate net losses from these asset dispositions was $3.9 million (a $5.2 million net gain in 2003, a
$4.7 million net loss in 2002 and a.$4.4 million net loss in 2001 ). Also related to these dispositions, TCL
Holding and TCL Holding AB recognized impairment charges associated with TCL Holdings’ invest-
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ment in TCL Holding AB and the carrying value of TCL Holding AB’s property, plant and equipment.
Through its investment in TCL Holding, ProLogis’ proportionate share of impairment charges recorded
by TCL Holding and TCL Holding AB was $38.3 million in 2003, $5.7 million in 2002 and $35.1 million
in 2001. In 2001, ProLogis’ proportionate share of the impairment charges recognized by TCL Holding
and TCL Holding AB includes $5.1 million related to techmology investments of these entities.
Substantially all of the remaining operating assets of TCL Holding AB are located in France and were
held for sale at December 31, 2003. See Note 4 to ProLogis’ Consolidated Fmanmal Statements in
Item 8.

2) ProLogis invested in ProLogis Logistics Services Incorporated (“Prol.ogis Logistics™), which owns CS
Integrated LLC (“CSI”), previously a temperature-controlled distribution company operating in the
United States. During 2001 and through October 2002, ProLogis effectively owned in excess of 99% of
ProLogis Logistics. In October 2002, all of the operations and a significant portion of the assets of CSI
were sold. ProLogis’ proportionate share of the aggregate net loss from this transaction was $86.5 million,
consisting of cumulative impairment charges of $90.5 million recognized in 2002 ($37.2 million} and
2001 ($53.3 million) offset by a net gain of $4.0 million (a $6.3 million net gain recognized upon closing
the transaction in October 2002 and an additional loss of $2.3 million recognized in 2003 upon settlement
of the prorations of CSI’s accounts as of the sale date). Subsequent to the October 2002 transaction,
ProLogis’ ownership interests changed such that ProLogis owned 100% of ProLogis Logistics. Accord-
ingly, ProLogis began consolidating its investment in ProLogis Logistics in October 2002. Certain assets
that were retained by CSI after the sale (three operating properties and three tracts of land at
December 31, 2003) are included with ProLogis’ real estate assets in its Consolidated Balance Sheet. In

. 2001, ProLogis’ proportionate share of the impairment charges recognized by ProLogis Logistics and CSI
includes $0.7 million related to technology investments of these entities. See Note 4 to ProLogis’
Consolidated Financial Statements in Item 8.

Other Items

Income (Loss) from Other Unconsohdated Investees

Amounts recognized by ProLogls under the equity method from its investments in unconsolidated
investees that do not own and operate real estate assets were as follows for the periods indicated (in thousands
of U.S. dollars). For a discussion of these unconsolidated investees, see Note 4 to ProLogis’ Consolidated
Financial Statements in Item 8.
: ' Years Ended December 31, '

' 2003 2002 2001
Insight ............. (5) 4 9
ProLogis Equipment Services(l) ...................... 57 574 (209)
GoProLogis(2) ...... P —  (2,073)  (26,506)
ProLogis PhatPipe(2) ........ ... ..o i, — — (6,789)
TOAS © oot e $ 52 $(1,495) $ (33,495)

(1) The assets of this investee were sold in 2002.

(2) ProLogis had indirect investments in two technology companies that ceased operations in 2002 and 2001.
Substantially all of the amounts recognized by ProLogis for the périods presented represent ProLogis’
- proportionate shares of charges that these compamcs recognized when each wrote down their investments

in tcchnology companies to zero.

Interest Expense

Interest expense is a function of the level of borrowings outstanding, interest rates charged on borrowings
and the amount of interest.capitalization that is calculated based on the volume of ProLogis’ development
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activities. Interest expense for the periods indicated includes the following components (in thousands of U.S.
dollars):

Years Ended December 31,

2003 2002 2001
Gross interest expense ......... T $185,638 $178,210 $182,346
Premium/discount recognized, net ........... e 371 315 326
Amortization of deferred loan costs ............ ... .. .. .. 5,891 4,967 5,233
‘ Subtotal interest expense before capltahzatlon(l) ........ 191,900 183,492 187,905
Less: capitalized amounts(2) ....... e 36,425 30,534 24,276

Net interest expense(3) .............................. $155,475  $152,958 = $163,629

(1) Had ProLogis presented its investments in Kingspark S.A. and Kingspark LLC on a consolidated basis
for all of 2002 and 2001, ProLogis would have recognized interest expense before capitalization of
$184.4 million and $187.9 million for 2002 and 2001, respectively. The increase in interest expense in
2003 results primarily from higher average borrowings, partially offset by lower average interest rates.
Interest expense before capitalization in 2002 decreased from 2001 primarily due to lower average
interest rates in 2002, the effect of which was partially offset by higher average borrowings in 2002. Also,
the average foreign currency exchange rate used to translate to U.S. dollars the interest expense
recognized by ProLogis’ European subsidiaries prior to consolidation was significantly higher in 2003 as
compared to 2002 and 2001.

(2) Gross interest expense incurred on borrowings outstanding during the period is offset by the amount of
interest that is capitalized based on ProLogis’ qualifying development expenditures. Had ProLogis
presented its investments in Kingspark S.A. and Kingspark LLC on a consolidated basis for all of 2002
and 2001, ProLogis’ capitalized interest would have been $38.5 million and $36.4 million for 2002 and
2001, respectively. Capitalized interest levels are reflective of ProLogis’ average cost of debt and the
volume of development activities in each year. '

(3) Had ProLogis presented its investments in Kingspark S.A. and Kingspark LLC on a consohdated basis
for all of 2002 and 2001, ProLogis would have récognized net interest expense of $145.9 million and
$151 5 million for 2002 and 2001, respectlvely

For a discussion of the presentation of ProLogis’ investments in Kingspark S.A. and Kingspark LLC, see
Notes 2 and 4 to ProLogis’ Consolidated Financial Statements in Item 8.

Gains on Dispositions of Real Estate, Net

The net gains recognized from the contributions and sales of operating properties that were acquired or
developed for direct, long-term investment in the property operations segment are presented below operating
income in ProLogis’ Consolidated Statements of Earnings. From time {o time, ProLogis will contribute or sell
properties that have been held for direct, long-term investment in the property operations segment because
such properties are determined to havé be¢ome non-strategic properties. Non-strategic properties are assets
located in markets or submarkets that are no longer considered to be target markets or they can be assets that
were acquired as part of previous portfolio acquisitions that are not consistent with ProLogis’ core portfolio
based on the asset’s size or configuration. Also, ProLogis may contribute properties that have been held for
direct, long-term investment in the property operations segment to complement the portfolio of CDFS
business segment properties that are contributed to the property funds.

Contributions and sales of direct, long-term investment properties from the property operations segment
were as follows:

+ 2003: 0.8 million square feet; $60.2 million of proceeds; net gain of $1.6 million;
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¢+ 2002: 2.0 million square feet; $63.6 million of proceeds; net gain of $6.6 million; and
+ 2001: 6.7 million square feet; $236.1 million of proceeds; net gain of $10.0 million.

The amounts recognized in a period will include adjustments to previously recognized gains or losses.
These adjustments generally occur upon the settlement of contractual issues or due to changes in the original
estimates of the costs associated with previous transactions.

Gain on Partial Redemption of Investment

In December 2003, Prol.ogis European Properties Fund disposed of 13 operating properties aggregating
2.1 million square feet in the United Kingdom to a third party. Al of these properties were originally
contributed to ProLogis European Properties Fund by ProLogis. Proceeds from these dispositions were used to
redeem certain ownership interests in ProLogis European Properties Fund at the option of the unit holders.
ProLogis redeemed 17.0 million units and recognized a gain on the partial redemption of its investment in
ProLogis European Properties Fund of $74.7 million, including a foreign currency exchange gain of
$47.9 million resulting from the repatriation of the cash redemption proceeds to the United States. See Note 4
to ProLogis’ Consolidated Financial Statements in Item 8. '

Foreign Currency Exchange Expcnses‘/ Losses, Net

ProLogis recognized net foreign currency exchange losses of $10.6 mitlion, $2.0 million and $3.7 million
for 2003, 2002 and 2001, respectively. Had ProLogis reported its investments in Kingspark S.A. and
Kingspark LLC on a consolidated basis for all of 2002 and 2001, ProLogis would have recognized a net foreign
currency exchange gain of $2.4 million for 2002 and a net foreign currency exchange loss of $8.3 million for
2001. For a discussion of the presentation of ProLogis’ investments in Kingspark S.A. and Kingspark LLC, see
Notes. 2 and 4 to ProLogis’ Consolidated Financial Statements in Item 8.

ProLogis and certain of its foreign consolidated subsidiaries have intercompany or third party debt that is
not denominated in that entity’s functional currency. When the debt is remeasured against the functional
currency of the entity, a gain or loss can result. ProLogis attempts to mitigate its foreign currency exchange
exposure by borrowing in the functional currency of the borrowing entity. Certain of ProLogis’ intercompany
debt is remeasured with the resulting adjustment recognized as a cumulative translation adjustment in
accumulated other comprehensive income in shareholders’ equity. This treatment is given to intercompany
debt that is deemed to be a permanent source of capital to the subsidiary or investee that has been structured
as debt rather than equity due to tax considerations in the foreign country in which the subsidiary or investee
operates. Additionally, ProLogis utilizes derivative financial instruments to manage certain of its foreign
currency exchange risks, primarily put option contracts with notional amounts corresponding to ProLogis’
projected net income from its operations in Europe and Japan, and recognizes the expense associated. with
these contracts in results of operations, primarily the premium price associated with the contract upon
settlement. Interim period mark-to-market adjustments are also recognized. See “— Liquidity and Capital
Resources — Derivative Financial Instruments” and Note 15 to ProLogis” Consolidated Financial Statements
in Ttem 8. :

Generally, the amount of net foreign currency exchange gains or losses recognized in results from
operations is a function of movements in exchange rates, the levels of intercompany and third party debt
outstanding and the currency in which such debt is denominated as compared to the functional currency of the

56




entities that are parties to the debt agreements. The net foreign currency exchange expenses/losses recognized
in ProLogis’ results of operations were as follows for the periods indicated (in thousands of U.S. dollars):

Years Ended December 31,

2003 2002 2001
Gains (losses) from remeasurement of third party and certain
intercompany debt, net(l) ... o $(10,391) $(10,267) $ 3,657
Gains (losses) from the settlement of third party and certain :
intercompany debt, net(1) .......... ... . ... . .. ... 2,421 12,421  (6,166)
- Transaction gains (losses), net ................ ..o, 75 238 (185)
o Denvatlve financial instruments — put option contracts(2):
/@' Expense associated with contracts expiring during the period ...  (2,897)  (3,171) (2,255)
o Mark-to-market gains (losses) on outstanding contracts, net . . . 205 (L,411) 1,122
Gains realized at expiration of contracts, net................. — 159 106
Total(3) . $(10,587) $ (2,031) $(3,721)

(1) At the time certain debt balances are settled, remeasurement gains or losses that have been recognized in
results of operations as unrealized are reversed and the cumulative foreign currency exchange gain or loss
realized with respect to the debt is reflected as a realized gain or loss in the period that the settlement
oceurs. :

(2) ProLogis enters into foreign currency put option contracts related to its operations in Europe and Japan.
These put option contracts do not qualify for hedge accounting treatment. Accordingly, the cost of the
contract is capitalized at the contract’s inception and is marked-to-market by ProLogis as of the end of
each subsequent reporting period. Upon expiration of the contract, the mark-to-market adjustment is
reversed, the total cost of the contract is expensed and any proceeds received are recognized as a gain.

(3) The foreign currency exchange gain that was realized as a result of the repatriation to the United States
of the cash redemption proceeds that ProLogis received as a result of the partial redemption of its
investment in ProLogis European Properties Fund is presented as a part of the total gain on the
redemption transaction under GAAP. See “— Gain on Partial Redemption of Investment.”

Income Taxes

ProLogis is a REIT for federal income tax purposes and is not generally required to pay federal income
taxes if it meets the REIT requirements of the Code. ProLogis’ consolidated subsidiaries in the United States
that are not qualified REIT subsidiaries for tax purposes are subject to federal income taxes, and ProLogis is
taxed in certain states in which it operates. Also, the foreign countries where ProLogis has operations do not
necessarily recognize REITs under their respective tax laws. Accordingly, ProLogis recognizes income taxes
in accordance with GAAP, as necessary.

Current income tax expense was $4.8 million, $10.5 million and $2.5 million for 2003, 2002 and 2001,
respectively. Had ProLogis reported its investments in Kingspark S.A. and Kingspark LLC on a consolidated
basis for all of 2002 and 2001, current income tax expense would have been $13.1 million and $6.6 million for
2002 and 2001, respectively. ProLogis recognized deferred income tax expense of $10.6 million, $17.7 million
and $2.3 million for 2003, 2002 and 2001, respectively. Had ProLogis reported its investments in Kingspark
S.A. and Kingspark LLC on a consolidated basis for all of 2002 and 2001, deferred income tax expense for
2002 would not have changed and ProLogis would have recognized a deferred income tax benefit of
$5.5 million in 2001. For a discussion of the presentation of ProLogis’ investments in Kingspark S.A. and
Kingspark LLC, see Notes 2 and 4 to ProLogis’ Consolidated Financial Statements in Item 8.

Current income tax expense is generally a function of the level of income recognized by ProLogis’ taxable
subsidiarics operating in the CDFS business segment in addition to state income taxes and taxes incurred in
foreign jurisdictions. The deferred income tax component of total income taxes is a function of the period’s
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temporary differences (items that are treated differently for tax purposes than for book purposes) and the
utilization of tax net operating losses generated in prior years that had been previously recognized as deferred
tax assets. In 2003, ProLogis began recognizing a deferred income tax liability associated with certain
contributions to ProLogis European Properties Fund based upon an indemnification agreement that was
entered into in August 2003. Under this indemnification agreement, ProLogis will continue to recognize a
deferred income tax liability related to its future contributions to ProLogis European Properties Fund. Of the
total deferred income tax expense recognized in 2003, $3.6 million is related to the indemnification agreement.
See Note 4 to ProLogis’ Consolidated Financial Statements in Item 8.

Excess of Redemption Values over Carrying Values of Preferred Shares Redeemed

ProLogis recognized charges to net earnings of $7.8 million in 2003 and $4.8 million in 2001 representing
the excess of the redemption values over the carrying values of Preferred Shares redeemed (Series E Preferred
Shares and Series D Preferred Shares redeemed in 2003 and Series B Convertible Preferred Shares and
Series A Preferred Shares redeemed in 2001). ProLogis also recognized a charge of $4.2 million in January
2004 related to the redemption of its remaining Series D Preferred Shares. After the redemption in January
2004, all of ProLogis’ series of Preferred Shares that have met their optional redemption date have been
redeemed. The next optional redemption date for a series of Preferred Shares is in 2008.

Environmental Matters

ProLogis has not experienced any environmental condition associated with its properties which materially
adversely affected its results of operations or financial position, nor is ProLogis aware of any environmental
liability that it believes would have a material adverse effect on its business, financial condition or results of
operations. See “— Risk Factors.”

Liquidity and Capital Resources

QOverview

ProLogis considers its liquidity and its ability to generate cash from its operating activities, the
contributions and sales of properties and other financing sources to be adequate and expects it to continue to
be adequate to meet its anticipated future development, acquisition, operating and debt service needs, as well
as its shareholder distribution requirements.

ProLogis expects that its primary cash needs will consist of the following in 2004 and future years:
* Acquisitions of land for future development;
+ Development and acquisitions of properties in the CDFS business segment;

» Acquisitions of operating properties on a limited basis in key distribution markets for direct, long-term
investment in the property operations segment; and

» Repayment of debt that is scheduled to mature.

While ProLogis has a Common Share repurchase program under which it may repurchase an additional
$84.1 million of Common Shares at March 35, 2004, ProLogis does not currently expect that it will require
significant cash for this program in 2004.

ProLogis expects to fund its cash needs in 2004 and future years with cash from the following sources:
 Property operations;

+ Proceeds from the disposition of its remaining operating assets of TCL Holding AB that were classified
as held for sale at December 31, 2003;

« Proceeds from the contributions of properties to property funds;

* Proceeds from the sales of properties to third parties;
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+ Issuance of long-term debt;
« Utilization of ProLogis’ revolving lines of credit; and

» Proceeds from the sales of Common Shares, including sales of Common Shares under ProLogis’
various Common Share plans.

For its short-term borrowing needs, revolving lines of credit have provided, and are expected to continue
to provide, ProLogis with the liquidity and financial flexibility that allows it to efficiently respond to market
opportunities and execute its business strategy. Regular repayments of lines of credit borrowings, primarily
with the proceeds from property contributions and sales and the proceeds from the issuance of longer-term
debt that are expected to occur periodically during periods of favorable market conditions, allow ProLogis to
maintain adequate liquidity.

At March 5, 2004, ProLogis had $1.52 billion of total borrowing capacities under its revolving lines of
credit. ProLogis’ total outstanding borrowings were $769.8 million at March 5, 2004 resulting in additional
short-term borrowing capacity available to ProLogis of approximately $728.2 million (after reducing the total
borrowing capacities available by $23.7 million of letters of credit outstanding with certain of the lending
banks). See “— Borrowing Capacity and Debt Maturities.”

At March 5, 2004, ProLogis had $750.0 million of shelf-registered securities that can be issued in the
form of debt securities, Preferred Shares, Common Shares, rights to purchase Common Shares and Preferred
Share purchase rights on an as-needed basis, subject to ProLogis’ ability to affect an offering on satisfactory
terms. ProLogis continues to evaluate the global public debt markets with the objective of reducing its short-
term borrowings in favor of longer-term, fixed-rate debt, when it is deemed appropriate. '

ProLogis is committed to offer to contribute its stabilized developed properties available in specific
markets in Europe to ProLogis European Properties Fund through September 2019 and all of its stabilized
developed properties available in Japan to ProLogis Japan Properties Fund through June 2006. ProLogis
believes that, while the current capital commitments and borrowing capacities of these property funds will be
expended prior to the expiration dates of these commitments, each property fund does have sufficient capital
to acquire the properties that ProLogis expects to have available during 2004,

ProLogis’ commitment to offer to contribute certain of its stabilized developed properties in North
America to ProLogis North American Properties Fund V expired at the end of 2003. However, ProLogis
North American Properties Fund V did acquire two properties from ProLogis in January 2004. While
ProLogis North American Properties Fund V’s majority owner is a listed property trust in Australia that is
able to raise capital in the public market, there can be no assurance that ProLogis North American Properties
Fund V will have the available capital to acquire additional properties from ProLogis in 2004 or, if capital is
available, that ProLogis North American Properties Fund V will want to use its capital to acquire: properties
from ProLogis. Further, there can be no assurance that ProLogis will continue to offer to contribute properties
to ProLogis North American Properties Fund V.

Should the property funds not have sufficient capital to acquire the properties that ProLogis has available,
ProLogis is allowed to pursue other third party disposition opportunities. However, there can be no assurance
that ProLogis can readily dispose of its CDFS business properties to third parties or that ProLogis could raise
private capital through the formation of another property fund that would acquire the properties. Also,
ProLogis could experience delays in completing dispositions to third parties or to new property funds. Such
delays could result in the recognition of the expected development profits in a reporting period later than
originally antlclpated See the discussion of risks factors involved with disposition of properties and the raising
of capital at “— Risk Factors.”

Cash Generated by Operating Activities

Net cash provided by operating activities was $326.8 million in 2003, $377.2 million in 2002 and
$343.3 million in 2001. Operational items that impact net cash provided by operating activities are discussed
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in “— Results of Operations.” Cash provided by operating activities exceeded the cash distributions paid on
Common Shares in each year, 2001 to 2003.

Cash Investing and Cash Financing Activities

In 2003 and 2002, ProLogis’ investing activities used net cash of $155.5 million and $136.1 million,
respectively. In 2001, ProLogis’ investing activities provided net cash of $104.0 million.

« ProLogis’ investing activities, consisting primarily of investments in real estate (both acquisition and
development expenditures), as well as recurring capital expenditures, tenant improvements and lease
commissions on previously leased space. These items aggregated $1.31 billion in 2003, $1.21 billion in
2002 and $836.3 million in 2001.

» ProLogis’ unconsolidated investees generated net cash to ProLogis of $73.3 million in 2003, $79.8 mil-
lion in 2002 and $72.7 million in 2001. Sales of operating assets in the temperature-controlled
distributions operating segment were the primary source of the net cash provided by the unconsolidated
investees in 2003 and 2002. The property funds make periodic cash distributions to ProLogis, generally
on a monthly or quarterly basis. ' ‘ ’

+ Net cash generated from contributions and sales of properties and land parcels were $835.2 million,
$968.9 million and $856.0 million in 2003, 2002 and 2001, respectively. In 2003, ProLogis received
$210.3 million in cash proceeds from the partial redemption of its investment in ProLogis European
Properties Fund and $35.9 million as the result of the discontinuation of its participation and significant
reduction of its investment in one of the CDFS Joint Ventures. ’

5

In 2003, ProLogis’ financing activities generated net cash of $49.4 million. In 2002 and 2001, ProLogis
financing activities utilized net cash of $158.3 million and $477.1 million, respectively. Excluding cash
distributions on Common Shares and to minority interest holders and Preferred Share dividends paid in cash,
ProLogis’ financing activities:

+ Generated net cash of $348.1 million in 2003 — Issuance of senior unsecured debt and secured debt
($331.0 million), net proceeds from the sales of Preferred Shares ($241.8 million) and net borrowings
on ProLogis’ revolving lines of credit ($153.6 million) as the primary sources of cash, with the
redemptions of Preferred Shares ($175.0 million) and principal payments on debt ($224.8 million) as
the primary uses of cash; ‘

» Generated net cash of $134.0 million in 2002 — Sales of Common Shares under various Common
Share plans ($144.6 million) and net borrowings on ProLogis’ revolving lines of credit {$138.6 mil-
lion) as the primary sources of cash, with Common Share repurchases ($95.5 million) and principal
payments on debt ($53.4 million) as the primary uses of cash; and

» Used net cash of $195.0 million in 2001 — Net repayments on ProLogis’ revolving lines of credit
($63.9 million), the redemptions of Preferred Shares ($139.6 million) and principal payments on debt
($45.5 million) as the primary uses of cash, with sales of Common Shares under various Common
Share plans ($70.9 million) as the primary source of cash.

Aggregate distributions paid to holders of Common Shares were $258.2 million, $252.3 million and
$237.7 million for 2003, 2002 and 2001, respectively. Distributions to minority interest holders were
$9.3 million in 2003, $7.2 million in 2002 and $7.1 million in 2001. Dividends paid on Preferred Shares were
$31.2 million in 2003, $32.7 million in 2002 and $37.3 million in 2001.
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Borrowing Capacities and Debt Maturities

ProLogis has over $1.5 billion of short-term borrowing capacities through six revolving lines of credit.

ProLogis may borrow in four currencies. The revolving lines of credit are. summarized below for the periods
indicated (dollar amounts in millions of U.S. dollars, as applicable):

Maximumﬁorrowing . Weighted
Capacities at Outstanding Balances at Average Interest
Facility 12/31/03 03/5/04 12/31/03 03/5/04 Rate(1) Expiration
North America(2) ..... . § 400.0 $ 400.0 $ — $§ 5.2 — 11/08/05(3)
North America(2)(4)(5) .. '100.0 100.0 94.8 - 96.8 2.83% 11/05/04(3)
North America(4)(6) ..... 60.0 600 — 10.7 — 11/08/04
Europe(4)(7) ............ 555.2 557.6 355.0 392.6 2.97% 08/08/06
United Kingdom(8) ....... 437 46.1 — 94 — 07/31/04
Japan(9) ................ 374.1 358.0 249.7 255.1 _0.97% 08/05/06(3)

(1)
(2)
(3)
(4)
(3)

(6)

(7

(8)

%)

-
=
o0
W
b3

$1,533.0  $1,521.7  $699.5  $769.8

|

Represents the weighted average interest rate on borrowings outstanding at December 31, 2003.
Borrowing capacity under the line of credit is fully committed. .

The credit agreement may be extended for one year from this date at ProLogis’ option.
Borrowings can be denominated in U.S. dollar, euro, pound sterling and yen.

At both December 31, 2003 and March 5, 2004, amounts outstanding represent the curréncy equivalent
of 76.8 million euro. '

ProLogis’ maximum borrowing capacity at December 31, 2003 and March 5, 2004 is reduced by letters of
credit outstanding of $10.4 million and 14.2 million, respectively.

Total committed borrowing capacity under the agreement is 450.0 million euro. At December 31, 2003
and March 5, 2004, amounts outstanding represent the U.S. dollar equivalent of borrowings of
287.7 million euro and 316.8 million euro, respectively. '

Borrowings are denominated in pound sterling with a maximum borrowing capacity of 25.0 million pound
sterling. At March 5, 2004, the amount outstanding represents the U.S. dollar equivalent of borrowings of
5.1 million pound sterling. ProLogis’ maximum borrowing capacity at December 31, 2003 and March 5,
2004, is reduced by letters of credit outstanding of $8.8 million (the currency equivalent of 5.0 million
pound sterling) and $9.5 million (the currency equivalent of 5.1 million pound sterling) of letters of
credit outstanding, respectively.

Borrowings are denominated in yen with a committed borrowing capacity of 40.0 billion yen. At
December 31, 2003 and March 5, 2004, amounts outstanding represent the U.S. dollar equivalent of
borrowings of 26.7 billion yen and 28.5 billion yen, respectively.

Off-Balance Sheet Arrangements

Liquidity and Capital Resources of ProLogis’ Unconsolidated Investees

ProLogis had investments in and advances to unconsolidated investees of $677.3 million at December 31,

2003. Summarized financial information for certain of these unconsolidated investees at December 31, 2003 is
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presented below (in millions of U.S. dollars, as applicable). The information presented is for the entire entity,
not ProLogis’ proportionate share of the entity.

ProLogis ProLogis ProLogis Prologis ProLogis

North North North North North ProLogis ProLogis
American American American American American European Japan
ProLogis Properties  Properties  Properties  Properties  Properties  Properties  Properties TCL
California Fund I Fund I Fund I Fund IV Fund V Fund Fund Holding
Total assets ............ $581.3 $352.5 ' $227.8 $203.0 $140.6 $906.1 $3,106.2 $399.0 $ 176.1
Third party debt(1) ..... $286.3(2) $242.3(3) $165.0(4) $150.3(5) $103.2(6) $471.0(7) $1,472.6(8) $175.8(9) $ 0.1
Amounts due to ‘
ProLogis............. $ 02 $ 01 $ 02 $ 04 $ 01 $ 12.7 $ 4.6 $ 37.0 $ 2849
Total liabilities ......... $293.1 $248.3 $170.6 $153.2 $10s.1 $522.8 $1,769.7 $286.3 $ 349.2
Equity................. $288.2 $104.2 $ 572 $ 49.8 $ 355 $383.3 $1,336.5 $112.7. $(173.1)
ProLogis’ ownership at
December 31, 2003. ... 50% 41.3% 20% 20% 20% 14.0% 21.9% 20% 95%(10)

(1) None of the third party debt of these unconsolidated investees is guaranteed by ProLogis. See
“— Contractual Obligations — Other Commitments.”

(2) Third party debt of ProLogis California is due as follows:
+ $17.2 million due May 2005, bearing interest at 8.67% per annum;
+ $176.9 million due March 2009, bearing interest at 7.20% per annum; and
+ $92.2 million due August 2009, bearing interest at 7.63% per annum.
(3) Third party debt of ProLogis North American Properties Fund I is due as follows:
» $130.5 million due December 2010, bearing interest at 7.65% per annuim;
+ $9.8 million due March 2011, bearing interest at 5.16% per annum; and
+ $102.0 million due March 2011, bearing interest at 7.75% per annum.

(4) Third party debt of ProLogis North American Propcrtles Fund II is due in June 2007 bearing interest at
6.74% per annum.

(5) Third party debt of ProlLogis North American-Properties Fund III is due as follows:
¢ $150.0 million due September 2007 bearing interest at 7.03% per annum and

+ $0.3 million (three assessment bond issues) due on various dates between June 2005 and March 2021
beanng interest at a weighted average interest rate of 6.36% per annum.

(6) Third party debt of ProLogls North Amencan Propertles Fund IV is due as follows:
« $103.0 million due January 2008 bearing interest at 6.65% per annum and
+ $0.2 million due March 2021 bearing interest at 5.32% per annum. '
(7) Third party debt of ProLogis North American Properties Fund V is due as follows:
« $102.0 million due June 2008 bearing interest at 4.05% per annum;
+ $173.0 million due July 2007 bearing interest at 5.76% per annum;

.

$62.0 million due January 2009 bearing interest at 4.00% per annum;
¢ $70.0 million due September 2010 bearing interest at 4.26% per annum; and

$64.0 million due January 2013 bearing interest at 5.43% per annum.
(8) Third party debt of ProLogis European Properties Fund is due as follows:
+ $269.6 million due December 2004 bearing interest at 2.40% per annum;
* $263.7 million due in May 2011 bearing interest at 5.75% per annum;
+ $177.7 million due in April 2012 bearing interest at 5.69% per annum;

.

$439.3 million due in May 2012 bearing interest at 5.72% per annum;

$235.1 million due May 2013 bearing interest at 4.61% per annum; and
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» $87.2 million (ten mortgage issues) due in March 2015 bearing interest ‘at a weighted average of
5.42% per annum.

(9) Third party debt of ProLogis Japan Properties Fund is due as follows:

» $57.0 million due March 2004 bearing interest at 0.83% per annum; ProLogis Japan Properties Fund
expects to use the proceeds from a long-term debt financing to retire this debt when it becomes due;

$27.1 million due April 2004 bearing interest at 0.85% per annum;

$29.0 million due June 2010 bearing interest at 1.04% per annum;

$17.8 million due October 2010 bearing interest at 1.94% per annum; and

$44.9 million due. December 2010 bearing interest at 1.63% per annum.

(10) ProLogis’ direct ownership ofall of the non-voting preferred stock of TCL Holding represents a 95%
interest in its earnings or losses. CSI/Frigo LLC is excluded from the information presented. See
Note 4.

ProLogis may in the future provide guarantees of short-term financing arrangements that property funds
enter into associated with ProLogis’ contributions of properties to the property funds. These guarantees would
be provided by ProLogis only with respect to short-term financing arrangements that the property funds enter
into on an interim basis prior to finalizing long-term secured debt transactions.

' Contractual Obligations
Long-Term Contractual Obligations

ProLogis had long-term contractual obligations at December 31, 2003 related to long-term debt (senior
unsecured notes, secured debt and assessment bonds), unfunded commitments on development projects, an
unfunded commitment to a property fund and amounts due on revolving lines of credit as follows (in millions
of U.S. dollars): :

Payments Due By Period
Less than 1to3 3to5  More than

-, o . Total 1 years years years 5 years
Long-term debt obligations .................. $2,293 $313 $429  $641 $910
Unfunded commitments on development
projects(1)........... e 301 301 — — —
Unfunded commitment to a property fund(2) . 167. 167 n— — —
Amounts due on revolving lines of credit(3) ... 699 — 449 250 —
Totals .. .......... e $3460  $781  '$878 $891  $910

(1) ProLogis had properties under development at December 31, 2003 with a total expected cost at

" completion of $678.5 million. ProLogis has entered into contracts for certain phases of the construction of

these projects. However, these contracts do not generally cover all of the costs that are necessary to place

the property into service, including the costs of tenant improvements and marketing and leasing costs.

The unfunded commitments presented include all such costs, not only those costs that Prologis is
obligated to fund under construction contracts.

(2) At December 31, 2003, ProLogis was committed to make additional equity contributions to ProLogis
European Properties Fund of 135.4 million euro (the currency equivalent of approximately $167.0 million
at December 31, 2003) as required through September 15, 2009. For purposes of this presentation, the
total commitment is included in the earliest time period as there is no schedule for when the commitment
will be funded.

(3) . For purposes of this presentation the expiration dates of the credit agreements that provide ProLogis with
six revolving lines of credit include extension periods that are at the option of ProLogis. See
*— Borrowing Capacities and Debt Maturities.”
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Distribution and Dividend Requirements

ProLogis’ Common Share distribution policy is to distribute a percentage of its cash flow that ensures
that ProLogis will meet the distribution requirements of the Code and that allows ProLogis to maximize the
cash retained to meet other cash needs such as capital improvements and other investment activities. Because
depreciation is a non-cash expense, cash flow typically will be greater than operating income and net earnings.

Cash distributions per Common Share paid in 2003, 2002 and 2001 were $1.44, $1.42 and $1.38,
respectively. The Board set a projected annual distribution rate for 2004 of $1.46 per Common Share.
ProLogis paid a distribution for the first quarter of 2004 of $0.365 per Common Share on February 27, 2004 to
holders of Common Shares at February 13, 2004. The payment of Common Share distributions is subject to
the discretion of the Board, is dependent on ProLogis’ financial condition and operating results and may be
adjusted at the discretion of the Board during the year. ProLogis has increased its Common Share distribution
level every year since its Common Shares became publicly traded in 1994,

At December 31, 2003, ProLogis had four series of Preferred Shares outstanding. The annual dividend
rates on ProLogis’ Preferred Shares are $4.27 per Series C Preferred Share, $1.98 per Series D Preferred
Share, $1.69 per Series F Preferred Share and $1.69 per Series G Preferred Share. The Series D Preferred
Shares were redeemed in January 2004.

Pursuant to the terms of its Preferred Shares, Prologis is restricted from declaring or paying any
distribution with respect to its Common Shares unless and until all cumulative dividends with respect to the
Preferred Shares have been paid and sufficient funds have been set aside for dividends that have been declared
for the then current dividend period with respect to the Preferred Shares.

Other Commitments

. At December 31, 2003, ProLogis had letters of intent or contingent contracts, subject to ProLogis’ final
due diligence, for the acquisition of properties aggregating 5.0 million square feet at an estimated total
acquisition cost of $220.3 million. Through February 29, 2004, ProLogis completed the acquisitions of seven of
these properties aggregating 0.9 million square feet at a total acquisition cost of $31.5 million. The remaining
transactions are subject to a number of conditions and ProLogis cannot predict with certainty that they will be
consummated.

Under a Common Share repurchase program, ProLogis may repurchase up to $215.0 million of Common
Shares. The Common Shares that have been repurchased to date were purchased in the open market and in
privately negotiated transactions, depending on market prices and other conditions. Future repurchases, if any,
are expected to be through similar transactions. Through March 5, 2004, ProLogis has repurchased 5,571,000
Common Shares under this program at a total cost of $130.9 million. An additional $84.1 million of Common
Shares may be repurchased under the program as March 5, 2004. ProLogis does not currently expect that it
will make significant Common Share repurchases in 2004.

ProLogis, from time to time, enters into Special Limited Contribution Agreements (“SLCA”™) in
connection with certain of its contributions of properties to certain of its property funds. Under the SLCAs,
ProLogis is obligated to make an additional capital contribution to the respective property fund under certain
circumstances, the occurrence of which ProLogis believes to be remote. Specifically, ProLogis would be
required to make an additional capital contribution if the property fund’s third-party lender, whose loans to the
property fund are generally secured by the property fund’s assets and are non-recourse, does not receive a
specified minimum level of debt repayment. However, the proceeds received by the third-party lender from
the exhaustion of all of the assets of the property fund combined with the debt repayments received directly
from the property fund will reduce ProLogis’ obligations under the SLCA on a dollar-for-dollar basis.
ProLogis’ potential obligations under the respective SLCAs, as a percentage of the assets in the property
funds, range from 2% to 28%. Accordingly, the value of the assets of the respective property funds would have
to decline by between 98% and 72% before ProLogis would be required to make an additional capital
contribution. ProLogis believes that the likelihood of declines in the values of the assets that support the third-
party loans of the magnitude necessary to require an additional capital contribution is remote, especially in
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light of the geographically diversified portfolios of properties owned by the property funds. Accordingly, these
potential obligations have not been recognized as a liability by ProLogis at December 31, 2003 and Prologis
has assessed a nominal value to the guarantee undertaken through the SLCAs. The potential obligations under
the SLCAs aggregate $357.8 million at December 31, 2003 and the combined book value of the assets in the
property funds, before depreciation, that are subject to the provisions of the SLCAs was approximately
$5.2 billion at December 31, 2003.

Derivative Financial Instruments

ProLogis uses derivative financial instruments as hedges to manage well-defined risk associated with
interest and foreign currency exchange rate fluctuations on existing or anticipated obligations and transactions.
ProLogis does not use derivative financial instruments for trading or speculative purposes.

The primary risks associated with derivative instruments are market risk and credit risk. Market risk is
defined as the potential for loss in the value of the derivative due to adverse changes in market prices (interest
rates or foreign currency exchange rates). The use of derivative financial instruments allows ProLogis to
manage the risks of increases in interest rates and fluctuations in foreign currency exchange rates with respect
to the effects these fluctuations would have on ProLogis’ income and cash flows.

Credit risk is the risk that one of the parties to a derivative contract fails to perform or meet their financial
obligation under the contract. ProLogis does not obtain collateral to support financial instruments subject to
credit risk but monitors the credit standing of counterparties, primarily global commercial banks. ProLogis
does not anticipate non-performance by any of the counterparties to its derivative contracts. However, should a
counterparty fail to perform, ProLogis would incur a financial loss to the extent of the positive fair market
value of the derivative contracts, if any.

At December 31, 2003, ProLogis had foreign currency put option contracts outstanding in the notional
amount of 28.4 million euro, 7.7 million pound sterling and 8§74.4 million yen (the aggregate currency
equivalent of approximately $57.9 million at December 31, 2003) related to its operations in Europe and
Japan. The put option contracts were paid in full at execution and provide ProLogis with the option to
exchange euro, pound sterling and yen for U.S. dollars at a fixed exchange rate such that, if the euro, pound
sterling or yen were to depreciate against the U.S. dollar to predetermined levels as set by the contracts,
ProLogis could exercise its options and mitigate its foreign currency exchange losses. The outstanding
contracts do not qualify for hedge accounting treatment and were marked-to-market through results of
operations at December 31, 2003. In 2003, ProLogis recognized aggregate expense of $2.7 million on various
put option contracts, including mark-to-market gains of $0.2 million.

At December 31, 2003, ProLogis had an outstanding foreign currency forward swap contract that is
designated as a net investment hedge of certain of its investments in Europe. The notional amount of the
contract is 37.5 million euro (the currency equivalent of approximately $47.4 million at December 31, 2003).
The contract allows ProLogis to sell euro at a fixed exchange rate to the U.S. dollar and is settled at maturity.
At December 31, 2003, ProLogis had outstanding two interest rate swap contracts related to anticipated
transactions that are designated as cash flow hedges. The aggregate notional amounts of the contracts are
75.0 million euro (the currency equivalent of approximately $94.7 million at December 31, 2003). The
contracts allow ProLogis to fix the interest rate associated with a portion of a debt instrument forecasted to be
issued in 2004 for a seven-year period. The foreign currency forward swap contract and the interest rate swap
contracts qualify for hedge accounting treatment. ProLogis recognized mark-to-market adjustments represent-
ing a net decrease in the values of these contracts of $0.3 million in other comprehensive income in
shareholders’ equity at December 31, 2003.

Funds from Operations’

Funds from operations is a financial measure that is commonly used in the real estate industry. Although
NAREIT has published a definition of funds from operations, modifications to the NAREIT calculation of .
funds from operations are common among REITs, as companies seek to provide performance measures that
meaningfully reflect their business. Funds from operations, as defined by ProLogis, is presented as a
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supplemental performance measure. Funds from operations is not used by ProLogis as, nor should it be
considered to be, an alternative to net earnings computed under GAAP as an indicator of ProLogis’ operating
performance or as an alternative to cash from operatlng act1v1tlcs computed under GAAP as an indicator of
ProLogis’ ability to fund its cash needs.

Funds from operations is not meant to represent a comprehensive system of financial reporting and does
not present, nor does ProLogis intend it to present, a complete picture of its financial condition and operating
performance. ProLogis believes that net earnings computed under GAAP remains the primary measure of
performance and that funds from operations is only meaningful when it is used in conjunction with net
earnings. Further, ProLogis believes that its consolidated financial statements, prepared in accordance with
GAAP, provide the most meaningful picture of its financial condition and its operating performance.

NAREIT’s funds from operations measure adjusts net earnings computed under GAAP to exclude
historical cost depreciation and gains and losses from the sales of previously depreciated properties. ProL0g1s
agrees that these two NAREIT adjustments are useful to investors for the following reasons:

(a) historical cost accounting for real estate assets in accordance with GAAP assumes, through
depreciation charges, that the value of real estate assets diminishes predictably over time. NAREIT
stated in its White Paper on Funds from Operations “since real estate asset values have historically risen
or fallen with market conditions, many industry investors have considered presentations of operating
results for real estate companies that use historical cost accounting to be insufficient by themselves.”
Consequently, NAREIT’s definition of funds from operations reflects the fact that real estate, as an asset
class, generally appreciates over time and depreciation charges required by GAAP do not reflect the
underlying economic realities.

(b) REITs were created as a legal form of organization in order to encourage public ownership of
real estate as an asset class through investment in firms that were in the business of long-term ownership
and management of real estate. The exclusion, in NAREIT’s definition of funds from operations, of gains
and losses from the sales of previously depreciated operating real estate assets allows investors and
analysts to readily identify the operating results of the long-térm assets that form the core of a REIT’s
activity and assists in comparing those operating results between periods.

At the same time that NAREIT created and defined its funds from operations concept for the REIT
industry, it also recognized that “management of each of its member companies has the responsibility and
authority to publish financial information that it regards as useful to the financial community.” ProLogis
believes that financial analysts, potential investors and shareholders who review its operating results are best
served by a defined funds from operations measure that includes other adjustments to net earnings computed
under GAAP in addition to those included in the NAREIT defined measure of funds from operations.

The ProLogis defined funds from operations measure excludes the following items from net earnings
computed under GAAP that are not excluded in the NAREIT defined funds from operations measure:
(1) deferred income tax benefits and deferred income tax expenses recognized by Prologis’ taxable
subsidiaries; (ii) certain foreign currency exchange gains and losses resulting from certain debt transactions
between ProLogis and its foreign consolidated subsidiaries and its foreign unconsolidated investees;
(ii1) foreign currency exchange gains and losses from the remeasurement (based on current foreign currency
exchange rates) of certain third party debt of Prologis’ foreign consolidated subsidiaries and its foreign
unconsolidated investees; and (iv) mark-to-market adjustments associated with derivative financial instru-
ments utilized to manage ProLogis’ foreign currency risks. Funds from operations of ProLogis’ unconsolidated
investees is calculated on the same basis as ProLogis.

The items that ProLogis excludes from net earnings, while not infrequent or unusual, are subject to
significant fluctuations from period to period that cause both positive and negative effects on ProLogis’ results
of operations, in inconsistent and unpredictable directions. Most importantly, the economics underlying the
items that Prologis excludes from net earnings are not the primary drivers in management’s decision-making
process and capital investment decisions. Period to period fluctuations in these items can be driven by
accounting for short-term factors that are not relevant to long-term investment decisions, long-term capital
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structures or to long-term tax planning and tax structuring decisions. Accordingly, ProLogis believes that
investors are best served if the information that is made available to them allows them to align their analysis
and evaluation of ProLogis’ operating results along the same lines that ProLogis’ management uses in planning
and executing its business strategy.

Real estate is a capital-intensive business. Investors’ analyses of the performance of real estate companies
tend to be centered on understanding the asset value created by real estate investment decisions and
understanding current operating returns that are being generated by those same investment decisions. The
adjustments to net earnings that are included in arriving at the ProLogis defined funds from operations
measure are helpful to management in making real estate investment decisions and evaluating its current
operating performance. ProLogis believes that these adjustments are also helpful to industry analysts, potential
investors and shareholders in their understanding and evaluation of ProLogis’ performance on the key
measures of net asset value and current operating returns generated on real estate investments.

Funds from operations attributable to Common Shares as defined by ProLogis was $400.7 million,
$393.0 million, and $281.2 million for the years ended December 31, 2003, 2002 and 2001, respectively. The
reconciliations of funds from operations attributable to Common Shares as defined by ProLogis to net earnings
attributable to Common Shares computed under GAAP are as follows for the periods indicated (in thousands
of U.S. dollars):

Years Ended December 31,

2003 2002 2001
Funds From Operations:
Reconciliation of net earnings to funds from operations as
defined by ProLogis:
Net earnings attributable to Common Shares ............. $212,367 $216,166 $ 86,038
Add (Deduct) NAREIT defined adjustments: ‘
Real estate related depreciation and amortization. . ... ... 157,085 145,233 137,033
Gains on contributions and sales of non-CDFS business
SegmMent assets, Nt . ...ttt (1,638) (6,648)  (10,008)
Funds from operations adjustment to gain on partial
redemption of investment.......................... (26,894) — —
ProLogis’ share of reconciling items of unconsolidated
investees:
Real estate related depreciation and amortization. . . ... 44,373 41,779 63,950
Funds from operations adjustment to gain recognized
on disposition of CDFS business segment assets. . . .. (1,823) — —
{Gains) losses on contributions and sales of non-CDFS
business segment assets, net ..................... (12,322) (2,248) 4,417
Total NAREIT defined adjustments ............ .. 158,781 178,116 195,392
Subtotal — NAREIT defined funds from operations ... .... 371,148 394,282 281,430
Add (Deduct) ProLogis defined adjustments:
Foreign currency exchange (gains) expenses/losses, net . . 7,764 (743) 1,484
Deferred income taXx eXpense. . ........c.ovvernenn .. 10,615 17,660 2,258
ProLogis’ share of reconciling items of unconsolidated '
investees:
-Foreign currency exchange (gains) expenses/losses, net 11,721 (4,269) 8,204
* Deferred income tax benefit ........ N (503) (13,881) (12,173)
Total ProLogis defined adjustments ............... 29,597 (1,233) (227)
Funds from operations attributable to Common Shares as
defined by ProLogis ............ ... .. L, © $400,745  $393,049 $281,203
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Risk Factors

ProLogis’ operations involve various risks that could adversely affect ProLogis’ financial condition, results
of operations, distributable cash flow and the value of ProLogis’ Common Shares. These risks include, among
others:

General Real Estate Risks

General Economic Conditions

ProLogis is exposed to the general economic conditions and the local, regional, national and international
economic conditions that affect the markets in which it owns properties. ProLogis’ operating performance is
further impacted by the economic conditions of the specific markets in which it has concentrations of
properties. ProLogis does not have in excess of 10% of its directly owned portfolio in any one market, nor does
it have in excess of 10% of its total portfolio (including properties owned by the property funds) in any one
market. However, ProLogis does have significant holdings in Atlanta, Chicago, Dallas/Ft. Worth, Houston,
Los Angeles, Paris, San Francisco and certain markets in the United Kingdom. ProLogis’ operating
performance could be adversely affected if conditions in the markets with concentrations of properties, such as
an oversupply of distribution space or a reduction in demand for distribution space, become less favorable. Any
material oversupply of  distribution space or material reduction of demand for distribution space could
adversely affect ProLogis’ results of operations, distributable cash flow and the value of ProLogis’ Common
Shares.

Risks Particular To Real Estate

Real property investments are subject to varying degrees of risk. While ProLogis seeks to minimize these
risks through geographic diversification of its portfolio, market research and its property management
capabilities, these risks cannot be eliminated. The factors that can affect real estate values include:

+ changes in the general economic climate;

« local conditions, such as an oversupply of distribution space or a reduction in demand for distribution
space in an area;

« the attractiveness of Prol.ogis’ properties to potential customers;

« competition from other available properties;

» ProLogis’ ability to provide adequate mainteﬁance of, and insurance on, its properties;

» ProLogis’ ability to control variable operating costs;

+ governmental regulations, iﬁcluding zoning, usage and tax laws and changes in these laws; and

* potential liability under, and changes in, environmental, zoning and other laws.

Risks Associated with Concentration of ProLogis’ Investments in the Industrial Sector

ProLogis’ investments in real estate assets are concentrated in the industrial distribution sector. This
concentration may expose ProLogis to the risk of economic downturns in this sector to a greater extent than if
ProLogis’ business activities included other types of real estate investments.

Risks Associated with ProLogis’ Development Activities

ProLogis has developed a significant number of distribution properties since its inception and intends to
continue to pursue development activities as opportunities arise. Such development activities generally require
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various government and other-approvals and ProLogis may not receive such approvals. ProLogis will be
subject to risks associated with such development activities including, but not limited to:

+ the risk that development opportunities explored by ProLogis may be abandoned and that the related
investment will be written off;

« the risk that construction costs of a property may exceed the original estimates or that construction
may not be concluded on schedule could make the project less profitable than originally estimated,
specific risks include, but are not limited to, the possibility of contract default, the effects of local
weather conditions, the possibility of local or national strikes and the possibility of shortages in
materials, building supplies or energy and fuel for equipment; and

» the risk that occupancy levels and the rents that can be charged for a completed project will not make
the project as profitable as originally estimated.

Risks Associated with the Contribution and Sale of Properties

Prologis has contributed to property funds or sold to third parties, a significant number of distribution
properties in recent years. ProLogis intends to continue to contribute and sell properties as opportunities arise,
particularly from its CDFS business segment. ProLogis’ ability to contribute or sell properties on advantageous
terms is dependent upon several factors, some of which are beyond the control of ProLogis’ management,
primarily competition from other owners of distribution properties that are trying to dispose of their properties.
ProLogis’ ability to develop and timely lease properties will impact ProLogis’ ability to contribute or sell these
properties. Continued access to private debt and equity capital by the property funds is necessary in order for
ProLogis to continue its- strategy of contributing properties to the property funds. Should ProLogis not have
sufficient properties available that meet the investment criteria of current or future property funds, or should
the property funds have limited or no access to capital on favorable terms, then these contributions could be
delayed resulting in adverse effects on ProLogis’ liquidity and on its ability to meet projected earnings levels in
a particular reporting period. Failure to meet its projected earnings levels in a particular reporting period could
have an adverse effect on ProLogis’ results of operations, distributable cash flow and on the value of ProLogis’
Common Shares. Further, ProLogis’ inability to redeploy.the proceeds from its divestitures in accordance with
its investment strategy could have an adverse affect on ProLogis’ results of operations, distributable cash flow
and the value of its Common Shares in subsequent periods.

Risks Associated with Acquisition of Properties

ProLogis acquires distribution properties from time to time. The acquisition of properties involves risks,
including the risk that the acquired property will not perform as anticipated and the risk that any actual costs
for rehabilitation, repositioning, renovation and improvements identified in the pre-acquisition due diligence
process will exceed estimates. There is, and it is expected that there will continue to be, significant competition
for investment opportunities that meet ProLogis’ investment criteria as well as risks associated with obtaining
financing for acquisition activities, if necessary. '

Tenant Default

ProLogis’ results of operations, distributable cash flow and the value of its Common Shares would be
adversely affected if a significant number of ProLogis’ tenants are unable to meet their lease obligations to
ProLogis. In the event of default by a significant number of tenants, ProLogis may experience delays and incur
substantial costs in enforcing its rights as landlord.

Ability to Renew Leases or Re-lease Space as Leases Expire

ProLogis’ results of operations, distributable cash flow and the value of its Common Shares would be
adversely affected if ProLogis is unable to lease, on economically favorable terms, a significant amount of
space in its distribution properties. ProLogis had 4.3 million square feet of distribution space with leases that
either expired on December 31, 2003 or were on a month-to-month basis at that date and Prologis has
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21.4 million square feet of distribution space (out of a total of 111.1 million occupied square feet of
distribution space) with leases that expire in 2004 in its directly owned properties. The property funds had a
combined 1.5 million square feet of distribution space with leases that either expired on December 31, 2003 or
were on a month-to-month basis at that date and the property funds have a combined 5.4 million square feet
of distribution space (out of a total of 92.6 million occupied square feet of distribution space) with leases that
expire in 2004. The number of distribution properties in a market or submarket could adversely affect both
ProLogis’ ability to re-lease distribution space and the rental rates that can be obtained in new leases.

Real Estate Investments Are Not As Liquid As Certain Other Types Of Assets

Real estate investments are not as liquid as other types of investments and this lack of liquidity may tend
to limit ProLogis’ ability to react promptly to changes in economic or other conditions. In addition, significant
expenditures associated with real estate investments, such as mortgage payments, real estate taxes and
maintenance costs, are generally not reduced when circumstances cause a reduction in income from the
investments. Like other companies qualifying as REITs under the Code, ProLogis must comply with the safe
harbor rules relating to the number of properties that can be disposed of in a year, the tax bases and the costs
of improvements made to these properties, and meet other tests which enable a REIT to avoid punitive
taxation on the sale of assets. Thus, ProLogis’ ability at any time to sell assets, or contribute assets to property
funds or other entities in which ProLogis has an ownership interest may be restricted.

ProLogis’ Insurance Coverage Does Not Include All Potential Losses

ProLogis and its unconsolidated investees currently carry comprehensive insurance coverage including
property, liability, fire, flood, earthquake, environmental, terrorism, extended coverage and rental loss as
appropriate for the markets where each of their properties and their business operations are located. The
insurance coverage contains policy specifications and insured limits customarily carried for similar properties,
business activities and markets. ProLogis believes its properties and the properties of its unconsolidated
investees are adequately insured. However, there are certain losses, including losses from floods and losses
from earthquakes, acts of war, acts of terrorism or riots, that are not generally insured against or that are not
generally fully insured against because it is not deemed to be economically feasibie or prudent to do so. If an
uninsured loss or a loss in excess of insured limits occurs with respect to one or more of ProLogis’ properties,
ProLogis could experience a significant loss of capital invested and potential revenues in these properties and
could potentially remain obligated under any recourse debt associated with the property.

Potential Environmental Liability

Under various federal, state and local laws, ordinances and regulations, a current or previous owner,
developer or operator of real estate may be liable for the costs of removal or remediation of certain hazardous
or toxic substances at, on, under or in its property. The costs of removal or remediation of such substances
could be substantial. Such laws often impose lability without regard to whether the owner or operator knew of,
or was responsible for, the release or presence of such hazardous substances. ProLogis conducts Phase [
environmental assessments as part of its due diligence activities. ProLogis has not been notified nor is
ProLogis aware of any environmental condition with respect to its real estate assets that are likely to be
material to ProLogis’ financial condition. However, ProLogis cannot give any assurance that such conditions
do not exist or may not arise in the future. The presence of such substances on ProLogis’ real estate
investments could adversely affect its ability to sell such investments or to borrow using such investments as
collateral and may also have an adverse effect on ProLogis’ distributable cash flow.

Financing and Capital Risks
Access to Capital

Prologis, as a REIT, is required to distribute at least 90% of its taxable income to its shareholders.
Consequently, ProLogis is, as are all REITs, largely dependent on external capital to fund its development and
acquisition activities. ProLogis has been accessing private debt and equity capital through the establishment of
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property funds that acquire properties from ProLogis. ProLogis® ability to access private debt and equity
capital through its property funds on favorable terms, or at all, is dependent upon a number of factors,
including general market conditions and competition from other real estate companies. Further, ProLogis
generates significant profits as a result of the contributions of properties to the property funds. To the extent
that private capital is not available to the property funds to allow them to acquire properties from ProLogis,
these profits may not be realized or their realization may be delayed which could result in an earnings stream
that is less predictable than some of ProLogis’ competitors and result in ProLogis not meeting its projected
earnings levels in a particular reporting period. Failure to meet its projected earnings levels in a particular
reporting period could have an adverse effect on the value of Common Shares.

Prologis is committed to offer to contribute its stabilized developed properties available in specific
markets in Europe to ProLogis European Properties Fund through September 2019 and all of its stabilized
developed properties available in Japan to ProLogis Japan Properties Fund through June 2006. ProLogis
believes that, while the current capital commitments and borrowing capacities of these property funds will be
expended prior to the expiration dates of these commitments, each property fund does have sufficient capital
to acquire the properties that ProLogis expects to have available during 2004,

ProLogis’ commitment to offer to contribute certain of its stabilized developed propérties in North
America to ProLogis North American Properties Fund V expired at the end of 2003. However, ProLogis
North American Properties Fund V did acquire two properties from ProLogis in January 2004. While
ProLogis North American Properties Fund V’s majority owner is a listed property trust in Australia that is
able to raise capital in the public market, there can be no assurance that ProLogis North American Properties
Fund V will have the available capital to acquire additional properties from ProLogis in 2004 or, if capital is
available, that ProLogis North American Properties Fund V will want to use its capital to acquire properties
from ProLogis. Further, there can be no assurance that ProLogis will offer to contribute additional properties
to ProLogis North American Properties Fund V.

ProLogis’ ability to contribute or sell its development pipeline and recognize profits from its development
activities will be jeopardized and Prologis’ ability to meet its projected earnings levels and generate
distributable cash flow would be adversely affected should the existing equity commitments not be available
(due to investor default or otherwise) such that these property funds can acquire the properties that ProLogis
expects to have available for contribution. This impact would occur in the short-term and would continue until
ProLogis is able to sell the properties to third parties or until ProLogis could secure another source of private
equity capital to form a new property fund.

Limitations on Debt

Prologis currently has a policy of incurring debt only if upon such incurrence, ProLogis’ debt-to-book
capitalization ratio, as adjusted, would not exceed 50%. The Board could alter or eliminate this policy without
shareholder approval and would do s6 if, for example, it were necessary in order for ProLogis to continue with
its investment strategy or to continue to meet the REIT requirements of the Code. If this policy were changed,
Prol.ogis could become more highly leveraged, resulting in an increase in debt service that could adversely
affect its distributable cash flow.

Debt Financing

ProLogis is subject to risks normally associated with debt financing, including the risk that ProLogis’ cash
flow will be insufficient to meet required payments of principal and interest. There can be no assurance that
ProLogis will be able to refinance any maturing indebtedness, that such refinancing would be on terms as
favorable as the terms of the maturing indebtedness, or otherwise obtam funds by selling assets or ra151ng
equity to make required payments on maturing indebtedness.

ProLogis utilizes the short-term borrowing capabilities (over $1.53 billion as of December 31, 2003)
provided by six credit agreements that provide revolving lines of credit facilities to ProLogis in addition to
operating cash flow and proceeds from dispositions to fund its development, acquisition and distribution
requirements. ProLogis’ six revolving lines of credits expire through 2007 ($103.7 million of borrowing
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capacity expires during 2004, $100.0 million of borrowing capacity expires during 2005, $555.2 million of
borrowing capacity expires during 2006, $774.1 million of borrowing capacity expires during 2007). These
expiration dates consider extension periods that are at ProLogis’ option. ProLogis’ ability to refinance these
credit agreements in a timely manner and at favorable terms is dependent on several factors including, but not
limited to, general economic conditions, ProLogis’ credit ratings and interest rate levels. ProLogis’ short-term
credit agreements bear interest at variable rates. Increases in interest rates would increase ProLogis’ interest
expense under these agreements. If ProLogis is unable to refinance its indebtedness at maturity or meet its
payment obligations, the amount of Prologis’ distributable cash flow would be adversely affected.

Requirements of Credit Agreements

The terms of ProLogis’ various credit agreements and other indebtedness require ProLogis to comply
with a number of customary financial and other covenants, such as maintaining debt service coverage and
leverage ratios and maintaining insurance coverage. These covenants may limit ProLogis’ flexibility in its
operations, and breaches of these covenants could result in defaults under the instruments governing the
applicable indebtedness even if ProLogis has satisfied its payment obligations. If ProLogis is unable to
refinance its indebtedness at maturity or meet its payment obligations, the amount of ProLogis’ distributable
cash flow would be adversely affected.

Federal Income Tax Risks
Failure to Qualify as a REIT Could Adversely Affect Sharcholders

ProLogis elected to be taxed as a REIT under the Code commencing with its taxable year ended
December 31, 1993. To maintain REIT status, ProLogis must meet a number of highly technical require-
ments on a continuing basis. Those requirements seek to ensure, among other things, that the gross income
and investments of a REIT are largely real estate related, that a REIT distributes substantially all its ordinary
taxable income to sharcholders on a current basis and that the REIT’s equity ownership is not overly
concentrated. Due to the complex nature of these rules, the available guidance concerning interpretation of the
rules, the importance of ongoing factual determinations and the possibility of adverse changes in the law,
administrative interpretations of the law and changes in ProLogis’ business, no assurance can be given that
ProLogis will qualify as a REIT for any particular year.

If ProlLogis fails to qualify as a REIT, it will be taxed as a regular corporation, and distributions to
shareholders will not be deductible in computing ProLogis’ taxable income. The resulting corporate income
tax liabilities could materially reduce the distributable cash flow to ProL ogis’ shareholders and funds available
for reinvestment. Moreover, ProLogis might not be able to elect to be treated as a REIT for the four taxable
years after the year during which ProLogis ceased to qualify as a REIT. In addition, if ProLogis later
requalified as a REIT, it might be required to pay a full corporate-level tax on any unrealized gains in its assets
as of the date of requalification and to make distributions to shareholders equal to any earnings accumulated
during the period of non-REIT status. In the absence of REIT status, distributions to shareholders would no
longer be required.

Potential Adverse Effect of REIT Distribution Requirements

To maintain its qualification as a REIT under the Code, ProLogis must annually distribute to its
shareholders at least 90% of its REIT taxable income, excluding the dividends paid deduction and its net
capital gains. This requirement limits ProLogis’ ability to accumulate capital. ProLogis may not have
sufficient cash or other liquid assets to meet the distribution requirements. Difficulties in meeting the
distribution requirements might arise due to competing demands for ProLogis” funds or to timing differences
between tax reporting and cash receipts and disbursements, because income may have to be reported before
cash is received, because expenses may have to be paid before a deduction is allowed or because deductions
may be disallowed or limited, or the Internal Revenue Service may make a determination that adjusts reported
income. In those situations, ProLogis might be required to borrow funds or sell properties on adverse terms in
order to meet the distribution requirements and interest and penalties could apply. If ProLogis fails to make a
required distribution, it would cease to be taxed as a REIT.
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Prohibited Transaction Income Could Result From Certain Property Transfers

ProLogis contributes properties to property funds and sells properties to third parties. Some of these
contributions and sales are made from ProLogis’ taxable subsidiaries. Under the Code, if a disposition is
deemed to be a prohibited transaction, a 100% penalty tax on the resulting gain could be assessed. The
determination that a transaction constitutes a prohibited transaction is based on the facts and circumstances
surrounding each transaction. The Internal Revenue Service could contend that certain contributions or sales
of properties by ProLogis are prohibited transactions. While ProLogis’ management does not believe that the
Internal Revenue Service would prevail in such a dispute, if the Internal Revenue Service successfully argued
the matter, the 100% penalty tax could be assessed against the gains from these transactions. Additionally, any
gain from a prohibited transaction- may adversely. affect ProLogis’ ability to satisfy the income tests for
qualification as a REIT. '

Other Risks
ProLogis is Dependent on Key Personnél

ProLogis’ executive officers and other senior offices have a significant role in ProLogis’ success. The
ability of ProLogis to retain its management group or to attract suitable replacements should any members of
the management group leave ProLogis is dependent on the competitive nature of the employment market. The
loss of services from key members of the management group or a limitation in their availability could
adversely effect ProLogis’ financial condition and cash flow. Further, such a loss could be negatively perceived
in the capital markets.

Share Prices May Be Affected By Market Interest Rates

A The annual distribution rate on Common Shares as a percentage of its market price may influence the
trading price of such Common Shares. An increase in market interest rates may lead investors to demand a
higher annual distribution rate that ProLogis has set, which could adversely affect the value of ProLogis’
Common Shares. )

Foreign Currency Risk

'

ProLogis has pursued and intends to continue to pursue growth opportunities in international markets and
often invests in countries where the U.S. dollar is not the national currency. As a result, ProLogis is subject to
foreign currency risk due to potential fluctuations in exchange rates between foreign currencies and the U.S.
dollar. For example, a significant depreciation in the value of the foreign currency of one or more countries
where ProLogis has a significant investment may materially adversely affect ProLogis’ results of operations
and the value of its Common Shares. ProLogis attempts to mitigate any such effects by borrowing under debt
agreements denominated in foreign currencies and by entering into derivative contracts, although there can be
no assurance that such attempts will be successful.

Government Regulations and Actions

There aré many Jaws and governmental regulations that are applicable to ProLogis, its unconsolidated
investees and their properties. Changes in these laws and governmental regulations, or their interpretation by
agencies or the courts, could occur. Further, economic and political factors, including civil unrest, governmen-
tal changes and restrictions on the ability to transfer capital across borders in the United States, but primarily
in the foreign countries in which ProLogis has invested, can have a major impact on a global company such as
ProLogis. ' ‘ -

ITEM 7A. Quantitative arid Qualitative Disclosure About Market Risk

ProLogis is exposed to market risk from changes in.interest rates and foreign currency exchange rates.
ProLogis has used certain derivative financial instruments,. primarily foreign currency put option contracts, to
reduce its foreign currency market risk. To a lesser extent, ProLogis has used interest rate swap agreements to
reduce its interest rate market risk. ProLogis does not use financial instruments for trading or speculative
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purposes and all financial instruments are entered into in accordance with polices that have been approved by
the Board.

ProLogis has estimated its market risk exposures using a sensitivity analysis. ProLogis has defined its
market risk exposure as: (i) the potential loss in future earnings and cash flows due to interest rate exposure
and (ii) the future loss in future earnings with respect to foreign currency exchange exposure. ProLogis’
sensitivity analysis estimates the exposure to market risk sensitive instruments assuming a hypothetical 10%
adverse change in year end interest rates and foreign currency exchange rates. The results of the sensitivity
analysis are summarized below. The sensitivity analysis is of limited predictive value. As a result, ProLogis’
ultimate realized gains or losses with respect to interest rate and foreign currency exchange rate fluctuations
will depend on the exposures that arise during a future period, hedging strategies at the time, and the
prevailing interest and foreign currency exchange rates.

Interest Rate Risk

ProLogis’ interest rate risk management objective is to limit the impact of interest rate changes on
earnings and cash flows. To achieve its objective for longer-term debt, ProLogis borrows on a fixed rate basis.
In anticipation of a financing expected to occur in 2004, ProLogis entered into two forward-starting interest
rate swap contracts designated as -cash flow hedges to fix the interest rate on a portion of the expected
financing. If the expected financing occurs in the projected time frame, any increase in interest rates would be
offset by the positive value of the contracts and any decrease in interest rates would be offset by the negative
value of the contracts, in each case for the hedged amount of the expected financing. If the expected financing
did not occur and the contracts were unwound, based on the results of the sensitivity analysis, which assumed
a 10% adverse change in interest rates, the estimated market risk exposure for the forward-starting interest
rate swap contracts would be approximately $2.3 million for both future earnings and cash flows for the year
ended December 31, 2003.

ProLogis’ primary interest rate risk is created by its variable rate lines of credit. During the year ended
December 31, 2003, ProLogis had weighted average daily outstanding borrowings of $620.0 million on its
variable rate revolving lines of credit. Based on the results of the sensitivity analysis, which assumed a 10%
adverse change in interest rates, the estimated market risk exposure for ProLogis’ variable rate revolving lines
of credit was approximately $1.4 million for both future earnings and cash flows for the year ended
December 31, 2003. The sensitivity analysis was based on the weighted average outstanding variable rate
borrowings for 2003 and assumed a flat yield curve for the year. Although ProLogis has no derivative contracts
as hedges of its variable rate revolving lines of credit, ProLogis may in the future fix existing variable rate
borrowings to manage its interest rate exposure.

Foreign Currency Risk

ProLogis primarily uses foreign currency put option contracts to manage foreign currency exchange rate
risk associated with the projected net operating income (operating income net of foreign denominated interest
expense) of its foreign consolidated subsidiaries and unconsolidated investees. In addition, ProLogis incurs
foreign currency exchange risk related to third-party and intercompany debt of its foreign consolidated
subsidiaries and its foreign unconsolidated investees that are not denominated in the functional currency of the
subsidiary or investee. The remeasurement of certain of this debt results in the recognition of foreign currency
exchange gains or losses by ProLogis. ProLogis’ primary exposure to foreign currency exchange rates exists
with the following currencies versus the U.S. dollar: euro, pound sterling and yen. Based on the results of a
sensitivity analysis, which assumed a 10% adverse change in foreign currency exchange rates, the estimated
market risk exposure to future earnings associated with this debt was $136.7 million at December 31, 2003.

ProLogis translates to U.S. dollars the income and expenses of its consolidated foreign subsidiaries and its
proportionate share of the net earnings or losses of its unconsolidated investees recognized under the equity
method. ProLogis hedges the foreign currency exchange risk associated with approximately 50% to 75% of the
forecasted net operating income from its foreign consolidated subsidiaries and unconsolidated investees
through foreign currency put option contracts. The effect of the change in foreign currency exchange rates on
translated income and expenses of ProLogis’ foreign consolidated subsidiaries and unconsolidated investees
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has a high degree of inverse correlation with the derivative instruments used to hedge it. Since ProLogis
hedges approximately 50% to 75% of its projected net operating income from its foreign subsidiaries and
investees, approximately 25% to 50% of the impact to the net earnings of its foreign subsidiaries and investees
of an adverse movement in foreign exchange rates would not be offset by derivative instruments.

The foreign currency put options are entered into on a quarterly basis such that ProLogis generally has
twelve months of net operating income hedged (at 50% to 75% of forecasted net operating income) under the
contracts. Assuming a 10% increase and a 10% decrease in foreign currency exchange rates for the sensitivity
analysis, the estimated market risk exposure to future earnings for the foreign currency option contracts would
be ($0.9) million and $0.2 million, respectively, for the year ended December 31, 2003. As the foreign
currency put option contracts are paid in full at inception, the maximum charge to future earnings for the
contracts themselves is limited to the prepaid premiums.

ProLogis has also entered into a foreign currency forward contract related to ProLogis’ investment in
Europe. The contract allows ProLogis to sell euro at a fixed exchange rate to the U.S. dollar with a maturity
date of April 15, 2004. The contract was entered into in anticipation of a financing that is expected to occur in
2004. If the foreign currency forward contract were unwound prior to maturity, a sensitivity analysis that
assumes a 10% increase in the euro results in estimated market risk exposure for the foreign currency forward
contract of approximately $5.1 million to both future earnings and cash flows for the year ended December 31,
2003.

Fair Value of Financial Instruments

The following estimates of the fair value of financial instruments have been determined by ProLogis using
available market, information and valuation methodologies believed to be appropriate for these purposes.
Considerable judgment and a high degree of subjectivity are involved in developing these estimates and,
accordingly, they are not necessarily indicative of amounts that ProLogis would realize upon disposition.

At December 31, 2003 and 2002, the carrying amounts of certain financial instruments employed by
ProLogis, including cash and cash equivalents, accounts receivable, accounts payable and accrued expenses
were representative of their fair values due to the short-term maturity of these instruments. Similarly, the
carrying values of the revolving lines of credit balances outstanding approximate their fair values as of those
dates since the interest rates on the revolving lines of credit are based on current market rates. At
December 31, 2003 and 2002, the fair values of ProLogis’ senior unsecured debt, secured debt (including
mortgage notes and securitized debt) and assessment bonds have been estimated based upon quoted market
prices for the same or similar issues or by discounting the future cash flows using rates currently available for
debt with similar terms and maturities. The differences in the fair values of ProLogis’ senior unsecured debt,
secured debt and assessment bonds from the carrying values in the table below are the result of differences in
the interest rates available to ProLogis at December 31, 2003 and 2002 from the interest rates that were in
effect when the debt was issued. The sénior unsecured debt and many of the secured debt issues contain pre-
payment penalties or yield maintenance provisions that could make the cost of refinancing the debt exceed the
benefit that would be derived from refinancing at the lower rates.

At December 31, 2003  and 2002, the fair values of ProLogis’ derivative financial instruments are the
amounts at which they could be settled, based on quoted market prices or estimates obtained from brokers or
dealers. As Prologis marks its derivative financial instruments to market, their fair values are the same as
their carrying values. The carry value of the foreign currency forward contract is included as other liabilities
and the carrying values of the foreign currency put option contracts and the interest rate swap contracts are
included as other assets in ProLogis’ Consolidated Balance Sheet.
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The following table reflects the carrying amounts and estimated fair values of Prologis’ financial
instruments as of the periods indicated (in thousands of U.S. dollars):

December 31,

2003 2002
Carrying Carrying
Value ~_Fair Value Value Fair Value

Senior unsecured debt .. ............... $1,776,789  $1,978,165 $1,630,094  $1,783,943

Secured debt and assessment bonds:
Mortgage notes and securitized debt ... $ 506,659 $ 558,570 § 547,324 § 593,605

Assessment bonds .................. 7,153 8,517 8,654 9,243
Total secured debt and assessment
bonds............... .. ... .... $ 514412 § 567,087 $§ 555978 § 602,848

Derivative financial instruments:
Foreign currency put option contracts .. $ 167 $ 167§ 492  § 492
Foreign currency forward contract . . . .. $ (367) $ (367) % = 8 -
Interest rate swap contracts .......... $ 87 $§ 87 § — —

ITEM 8. Financial Statements and Supplementary Data

ProLogis’ Consolidated Balance Sheets as of December 31, 2003 and 2002, its Consolidated Statements
of Earnings, Shareholders’ Equity and Comprehensive Income and Cash Flows for each of the years in the
three-year period ended December 31, 2003, Notes to Consolidated Financial Statements and'Schedule I1T —
Real Estate and Accumulated Depreciation, together with the reports of KPMG LLP, independent auditors,
and Arthur Andersen LLP, independent public accountants, are included under Item 15 of this report and are
incorporated herein by reference. Selected quarterly financial data is presented in Note 13 of the Notes to
Consolidated Financial Statements.

ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
Matters ‘

Not applicable.

ITEM 9A. Controls and Procedures

An evaluation was carried out under the supervision and with the participation of ProLogis’ management,
including its Chief Executive Officer and its Chief Financial Officer, of the effectiveness of the disclosure
controls and procedures (as defined in Rule 13a-14(c) under the Securities Exchange Act of 1934). Based on
this evaluation, the Chief Executive Officer and the Chief Financial Officer have concluded that ProLogis’
disclosure controls and procedures are effective as of December 31, 2003 to ensure that information required
to be disclosed by ProLogis in reports that it files or submits under the Securities Exchange Act of 1934 is
recorded, processed, summarized and reported within the time periods specified in Securities and Exchange
Commission rules and forms. Subsequent to December 31, 2003, there were no significant changes in
ProLogis’ internal controls or in other factors that could significantly affect these controls, including any
corrective actions with regard to significant deficiencies and material weaknesses.
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PART III
ITEM 10. Directors and Executive Officers of the Registrant

Trustees and Officers

For information regarding ProLogis’ Trustees and officers, see “Item 1. Business — ProLogis Manage-
ment — Trustees” and “Item 1. Business — ProLogis Management — Senior Officers.” The other informa-
- tion required by this item is incorporated herein by reference to the description under the captions “Election of
Trustees” and “Section 16(a) Beneficial Ownership Reporting Compliance” in the 2004 Proxy Statement.

ITEM 11. Executive Compensation

The information required by this item-is incorporated herein by reference to-the description under the
captions “Executive Compensation,” ‘“‘Compensation Committee Report on Executive Compensation,”
“Trustee Compensation” and “Qutside Trustee Plan” in the 2004 Proxy Statement.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management

The information required by this item is incorporated herein by reference to the description under the
caption “Information Relating to Trustees, Nominees and Executive Officers” in the 2004 Proxy Statement.

ITEM 13. Certain Relationships and Related Transactions

The information required by this item is incorporated herein by reference to the description under the
caption “Certain Relationships and Transactions” in the 2004 Proxy Statement.

ITEM 14. Principal Accountant Fees and Services

The information required by this item is incorporated herein by reference to the description under the
caption “Independent Auditors” in the 2004 Proxy Statement.
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PART IV

ITEM 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K
The following documents are filed as a part of this report:
(a) Financial Statements and Schedules:
1. Financial Statements:

See Index to Consolidated Financial Statements and Schedule IIT on page 79 of this report,
which is incorporated herein by reference.

2. Financial Statement Schedules:
Schedule ITI — Real Estate and Accumulated Depreciation

All other schedules have been omitted since the required information is presented in the
consolidated financial statements and the related notes or is not applicable.

3. Exhibits:

See Index to Exhibits on pages 174 to 178 of this report, which is incorporated herein by
reference.

(b) Reports on Form 8-K: The foilowing report on Form §-K was filed during the last quarter of the
period covered by this report:

Item Financial

Date Reported Statements
November 26, 2003 5,7 No
December 2, 2003 5,7 No
December 24, 2003 57 No

(c) Exhibits: The Exhibits required by Item 601 of Regulation S-K are listed in the Index to
Exhibits on pages 174 to 178 of this report, which is incorporated herein by reference.
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INDEPENDENT AUDITORS’ REPORT

The Board of Trustees and Shareholders
ProLogis:

We have audited the accompanying consolidated balance sheets of ProLogis and subsidiaries as of
December 31, 2003 and 2002, and the related consolidated statements of carnings, shareholders’ equity and
comprehensive income, and cash flows for each of the years in the two-year period ended December 31, 2003.
These consolidated financial statements are the responsibility of ProLogis’ management. Our responsibility is
to express an opinion on these consolidated financial statements based on our audits. The 2001 financial
statements and financial statement schedule were audited by other auditors who have ceased operations.
Those auditors expressed an unqualified opinion on those financial statements and financial statement
schedule in their report dated April 3, 2002.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the 2003 and 2002 consoclidated financial statements referred to above present fairly, in all
material respects, the financial position of ProLogis and subsidiarics as of December 31, 2003 and 2002, and
the results of their operations and their cash flows for each of the years in the two-year period ended
December 31, 2003 in conformity with accounting principles generally accepted in the United States of
America. ‘

As discussed above, the 2001 financial statements of Prologis were audited by other auditors who have
ceased operations. As described in Note 2, in 2003 ProLogis changed the method of accounting for issuance
costs of preferred shares upon their redemption, and the amounts in the 2001 financial statements relating to
the issuance costs of preferred shares upon their redemption have been restated to conform to the new method
of accounting. We audited the adjustments described in Note 2 that were applied to restate the 2001 financial .
statements. In our opinion, such adjustments are appropriate and have been properly applied. However, we
were not engaged to audit, review, or apply any procedures to the 2001 financial statements of ProLogis other
than with respect to such adjustments and, accordingly, we do not express an opinion or any other form of
assurance on the 2001 financial statements taken as a whole.

KPMG LLP

San Diego, California
February 3, 2004
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THIS INDEPENDENT PUBLIC ACCOUNTANTS’ REPORT IS A COPY OF A PREVIOUSLY
ISSUED REPORT OF ARTHUR ANDERSEN LLP. ARTHUR ANDERSEN LI.P HAS NOT REIS-
SUED THIS REPORT, NOR HAS ARTHUR ANDERSEN LLP CONSENTED TO ITS INCLUSION
IN THIS ANNUAL REPORT ON FORM 10-K (AFTER REASONABLE EFFORTS TO OBTAIN
SUCH CONSENT). WHILE THE EXTENT OF ANY RESULTING LIMITATIONS ON RECOVERY
BY INVESTORS IS UNCLEAR, THE LACK OF A CURRENTLY DATED CONSENT TO THE
INCLUSION OF THIS REPORT IN THIS ANNUAL REPORT ON FORM 10-K AND TO THE
INCORPORATION OF THIS REPORT INTO ANY OTHER FILING COULD LIMIT THE TIME
WITHIN WHICH ANY ACTIONS MUST BE BROUGHT BY INVESTORS AGAINST ARTHUR
ANDERSEN LLP FOR LIABILITIES ARISING UNDER SECTION 11 OF THE SECURITIES ACT
OF 1933.

ARTHUR ANDERSEN LLP’S REPORT REFERS TO THE CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2001 AND 2000 AND THE RELATED CONSOLIDATED STATEMENTS OF
EARNINGS, SHAREHOLDERS’ EQUITY AND COMPREHENSIVE INCOME, AND CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2000 AND 1999, THAT ARE NO LONGER INCLUDED
IN THE ACCOMPANYING FINANCIAL STATEMENTS.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Trustees and Shareholders of
ProLogis Trust

We have audited the accompanying consolidated balance sheets of ProLogis Trust and subsidiaries as of
December 31, 2001 and 2000, and the related consolidated statements of carnings, shareholders’ equity and
comprehensive income, and cash flows for each of the three years in the period ended December 31, 2001.
These financial statements are the responsibility of the Trust’s management. Our responsibility is to express an
opinion on these financial statements based on our audits. We did not audit the financial statements of
Frigoscandia Holding AB and CS Integrated LLC accounted for under the equity method of accounting, in
which the Trust has investments in and advances to amounting to $416.6 million and $397.7 million as of
December 31, 2001 and 2000, respectively, and earnings (loss} from unconsolidated entities of $(71.3)
million, $(12.0) million and $6.3 million in 2001, 2000 and 1999, respectively. Those statements were audited
by other auditors whose reports have been furnished to us, and our opinion, insofar as it relates to the amounts
included for these entities is based solely-on the reports of the other auditors.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and’ disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits and the reports of the other auditors provide a
reasonable basis for our opinion. C

In our opinion, based on our audits and the reports of the other auditors, the financial statements referred
to above present fairly, in all material respects, the financial position of ProLogis Trust and subsidiaries as of
December 31, 2001 and 2000, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 2001, in conformity with accounting principles generally accepted in
the United States.

Arfhur Andersen LLP

Chicago, IHinois
April 3, 2002
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PROLOGIS

CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

ASSETS
December 31,
2003 2002
Realestate ............. ... .. ...... e $5,854,047  $5,395,527
Less accumulated depreciation. . ...... ... .. i i 847,221 712,319
5,006,826 4,683,208
Investments in and advances to unconsolidated investees .................... 677,293 809,286
Cash and cash equivalents ........ .. ... ... . i 331,503 110,809
Accounts and notes receivable . .. ... . ... e 46,642 35,615
OtET ASSEES v ottt e 306,938 272,462
Total ASSEtS . .\t $6,369,202  $5,911,380
LIABILITIES AND SHAREHOLDERS’ EQUITY

Liabilities:
Lines of credit ... ... $ 699,468 $ 545,906
Senior unsecured debt ..o e e e 1,776,789 1,630,094
Secured debt and assessment bonds . ....... .. ... .. . i 514,412 555,978
Accounts payable and accrued eXpenses .. ... ... 155,874 144,189
Construction costs payable .. ... ... .. . 26,825 27,880
Other liabilities. .. ................... U ' 97,389 90,524
Total Habilities . ... .o 3,270,757 2,994,571
MINOTItY INEETESt. - . o\ ottt e e e e e 37,777 42,467

Shareholders’ equity:
Series C Preferred Shares at stated liquidation preference of $50.00 per
share; $0.01 par value; 2,000,000 shares issued and outstanding at
December 31, 2003 and 2002. ... ... . . . e 100,000 100,000

Series D Preferred Shares at stated liquidation preference of $25.00 per

share; $0.01 par value; 5,000,000 shares issued and outstanding at

December 31, 2003 and 10,000,000 shares issued and outstanding at ,

December 31, 2002, . .. ... 125,000 250,000
Series E Preferred Shares at stated liquidation preference of $25.00 per

share; $0.01 par value; 2,000,000 shares issued and outstanding at
December 31, 2002, . ... — 50,000

Series F Preferred Shares at stated liquidation preference of $25.00 per share;

$0.01 par value; 5,000,000 shares issued and outstanding at December 31,

2008, L 125,000 —
Series G Preferred Shares at stated liquidation preference of $25.00 per

share; $0.01 par value; 5,000,000 shares issued and outstanding at

December 31, 2003, . ... 125,000 —
Common Shares; $0.01 par value; 180,182,615 shares issued and outstanding

at December 31, 2003 and 178,145,614 shares issued and outstanding at

December 31, 2002, . ... 1,802 1,781
Additional paid-in capital ... ... .. . . e 3,075,695 3,021,686
Accumulated other comprehensive income.......... LN 138,235 35,119
Distributions in excess of net earnings ...........c.viiiiini ... {630,064) (584,244)

Total shareholders’ equity ......... ... .. i, 3,060,668 2,874,342
Total liabilities and shareholders’ equity ........... ... ... .. ... .. ... $6,369,202  $5,911,380

The accompanying notes are an integral part of these consolidated financial statements.
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PROLOGIS

CONSOLIDATED STATEMENTS OF EARNINGS
Years Ended December 31, 2003, 2002 and 2001
(In thousands, except per share data)

Income:
Rental income, including expense recoveries from customers of
$99,448 in 2003, $92,723 in 2002 and $95,813 in 2001 .......
Other real estate INCOME . ... ...t it
Income (loss) from certain unconsolidated investees...........

Total income ... .. ...

Expenses:
Rental expenses. ... i
General and administrative ............... ... .. ... o ...
Depreciation and amortization................ ... ... ...
Other ..o

Total €XPenSes . ..ot v e

Operating INCOME . .. ...ttt ittt
Income (loss) from other unconsolidated investees ..............
Interest exXpense. . .. ..o e
Interest and other income ............ .. .. ... i i

Earnings before minority interest
Minority interest share in earnings .................... . .. ....

Earnings before certain net gains and net foreign currency
exchange expenses/losses . ... i
Gains on dispositions of real estate, net . .......................
Gain on partial redemption of investment ......................
Foreign currency exchange expenses/losses, net .................

Earnings before income taxes .......... .. ... ..

Income tax expense: ,
CUITENE . o o e e
Deferred .. ... o

Total income tax Xpense. .. ......covviieennennenn.n.

Net earnings

Less preferred share dividends. . .......... ... ... ... ... .......

Less excess of redemption values over carrying values of Preferred
Shares redeemed . . ....... ...

Net earnings attributable to Common Shares . ..................

Weighted average Common Shares outstanding — Basic .........
Weighted average Common Shares outstanding — Diluted........
Net earnings attributable to Common Shares per share'— Basic . ..

Net earnings attributable to Common Shares per share — Diluted . .

2003 2002 2001
$ 546,064 $ 542202 $ 562,527
128,875 126,773 99,890
59,166 97,876 (16,149)
734,105 766,851 646,268
136,840 125,316 124,513
65,907 53,893 50,274
164,969 153,075 143,465
7,608 4,541 4,014
375,324 336,825 322,266
358,781 430,026 324,002
52 (1,495)  (33,495)
(155,475)  (152,958)  (163,629)
1,883 2,368 6,165
205,241 277,941 133,043
4,959 5,508 6,461
200,282 272,433 126,582
1,638 6,648 10,008
74,716 — —
(10,587) (2,031) (3,721)
266,049 277,050 132,869
4,759 10,509 2,467
10,615 17,660 2,258
15,374 28,169 4,725
250,675 248,881 128,144
30,485 32,715 37,309
7,823 — 4,797
$ 212,367 $ 216,166 $ 86,038
179,245 177,813 172,755
187,222 184,869 175,197
$ 118 $§ 122 § 050
$ 116 $ 120 § 049

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
AND COMPREHENSIVE INCOME
Years Ended December 31, 2003, 2002 and 2001
(In thousands)

2003 2002 2001
Common Shares — Number of shares at beginning of year ............... ... ... 178,146 175,888 165,287
Issuance of Common Shares under Common Share plans............. ... .. .......... 2,321 6,391 3,502
Repurchase of Common Shares. ...... ... i i (388) (4,405) (778)
Conversion of limited partnership units ....... ... ... .. i i 104 272 25
Conversion of Series B Convertible Preferred Shares . ...................ooovit. e — — 7,785
Issuance of Common Shares in acquisition of unconsolidated investee ................. — — 67
Common Shares — Number of shares atend of year ............. .. ... .. c.iiionnn 180,183 178,146 175,888
Common Shares (par value) at beginning of year ......... ... . ... ... ... o $ 1,7814 $ 1,7589 $ 1,6529
Issuance of Common Shares under Common Share plans. . ........... ... ..., 232 63.8 35.0
Repurchase of Common Shares....... ... .o (3.8) (44.0) (7 8)
Conversion of limited partnership Units ..., 1.0 2.7
Conversion of Series B Convertible Preferred Shares . ............ ... ... ... . . .. — — 77 9
Issuance of Common Shares in acquisition of unconsolidated investee ................. — — 0.7
Common Shares (par value) atend of year ... ... .. ...l $ 1,801.8 $ 11,7814 § 1,758.9
Preferred Shares at stated liquidation preference at beginning of year . ................... $ 400,000 $ 400,000 $ 691,403
Conversion or redemption of Series B Convertible Preferred Shares ................... — — (156,403)
Redemption of Series A Preferred Shares ......... ... .. ... ... oo — — (135,000)
Redemption of Series E Preferred Shares ......... ... . ... i (50,000) —
Redemption of Series D Preferred Shares ......... ... ... .o i (125,000) — —
Issuance of Series F Preferred Shares. ... ... ittt 125,000 — —
Issuance of Series G Preferred Shares .............. e e 125,000 — —
Preferred Shares at stated liquidation preference at end of year ................... ... .. $ 475000 $ 400,000 $ 400,000
Additional paid-in capital at beginning of year ................. .. ..., e $3,021,686  $2,963,410  $2,740,136
Issuance of Common Shares under Common Share plans. ........................... 44,042 144,502 70,850
Repurchase of Common Shares. ........... . i (9,715) (105,158) (15,992)
Conversion of limited partnership units .......... .. ... ... ... i i 355 1,491 216
Conversion of Series B Convertible Preferred Shares . ........... ... ... ... ... ..... — — 151,742
Excess of redemption values over carrying values of Preferred Shares redeemed ......... 7,823 — 4,797
Cost of 1 1ssu1ng Series F Preferred Shares. .. ... ... . i (4,197) — —
Cost of issuing Series G Preferred Shares ............ ... ... ... (4,036) —
Issuance of Common Shares in acquisition of unconsolidated investee ................. — — 1,452
Sale of share-based compensation awards to unconsolidated investees .. ................ 319 1,003 1,091
Cost of share-based compensation awards ............ ... ... i 19,418 16,438 9,118
Additional paid-in capital atend of year ...... .. ... ... .. o $3,075,695  $3,021,686  $2,963,410
Employee share purchase notes at beginning of year ......... ... ... ... . oo $ — $ (14810) $ (18,556)
Principal payments on employee share purchase notes . ............ ... ... ... .. — 5,110 3,746
Notes retired through Common Share repurchases.................. ... oo .. — 9,700 —
Employee share purchase notes at end of year ....... ... ... ... .o $ —  § — § (14,810)
Accumulated other comprehensive income (loss) at beginning of year ................... $ 35119 § (65659) $ (33,768)
Foreign currency translation adjustments . ........... ... i 101,157 111,044 (30,012)
Unrealized gains (losses) on derivative contracts, net .............. ... ieeeee... 1,959 (10,266) (1,879)
Accumulated other comprehensive income (loss) atend of year ...................... .. $ 138,235 § 35119 $ (65,659)
Distributions in excess of net earnings at beginning of year............................. $(584244) § (610,580) § (453,497)
NEt CATIIIES . < o o o ottt ettt e ettt ettt 250,675 248,881 128,144
Preferred Share dividends . .. ... ... . L (30,485) (32,715) (37,309)
Excess of redemption values over carrying values of Preferred Shares redeemed ......... (7,823) — (4,797)
Common Share distributions paid . ......... .. . (258,187) (189,830) (180,681)
Common Share distributions accrued . ........ ... . e — — (62,440)
Distributions in excess of net earnings at end of year .......... .. ... ... o oL $ (630,064) $ (584,244) $ (610,580)
Total shareholders’ equity at end of year ...... ... . $3,060,668  $2,874,342  $2,674,120
Comprehensive income:
NGt GAIMENES . - o+ v e v et ettt e et e e e e e e $ 250,675 $ 248881 $§ 128,144
Preferred Share dividends. .. ... ... . (30,485) (32,715) (37,309)
Excess of redemption values over carrying values of Preferred Shares redeemed ......... (7,823) — (4,797)
Foreign currency translation adjustments .......... ... ... o 101,157 111,044 (30,012)
Unrealized gains (losses) on derivative contracts, net .................coonunnnnnno.. 1,959 (10,266} (1,879)
Comprehensive INCOME . ... ... .o i i $ 315483 $ 316,944 $ 54,147

The accompanying notes are an integral part of these consolidated financial statements.
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"CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2003, 2002 and 2001
(In thousands)

2003 2002 2001
Operating activities:
Net CAMMINES o oo\ttt et e e $ 250,675 § 248,881 § 128,144
Minority interest share in earnings............ ... ... .. ... ........ 4,959 5,508 6,461
Adjustments to reconcile net earnings to net cash provided by operating

activities: ) .

Depreciation and amortization ................... ... .. ... 164,969 153,075 143,465

Gains on dispositions of real estate, net........................... (1,638) (6,648) (10,008)

Gain on partial redemption of investment......................... (74,716) — —

Straight-lined rents. . ... ... . .. (7,236) (4,576) (6,215)

Amortization of deferred loan costs ............. ... ... .. ... ... ... 5,892 4,967 5,233

Cost of share-based compensation awards. . ....................... 15,453 12,369 7,194

Adjustments to income (loss) from unconsolidated investees ........ (14,455) (65,042) 68,129

Adjustments to foreign currency exchange expenses/losses, net. . .. .. . 13,083 14,690 (2,630)

Deferred income tax €Xpense .. ........c..oieiniiininiiaainna 10,615 17,660 2,258
(Increase) decrease in accounts and notes receivable and other assets . . . (64,382) 47,508 (29,661)
Increase (decrease) in accounts payable and accrued expenses and other

Habilities .. ..ot 23,576 (51,157) 30,902

Net cash provided by operating activities ....................... 326,795 377,235 343,272
Investing activities:
Real estate InVESTMENTS . .. . ...ttt i e (1,246,338)  (1,142,144) (780,181)
Tenant improvements and lease commissions on previously leased space . . (41,036) (32,908) (28,026)
Recurring capital expenditures ... ... . o o o (22,789) (30,600) (28,102)
Proceeds from dispositions of real estate .............. ... ... ... 835,172 968,895 855,993
Net cash received: from unconsolidated investees..................... 73,270 79,835 72,677
Proceeds from the reduction of investment in an unconsolidated investee 35,940 — —
Proceeds from partial redemption of investment ..................... 210,302 — —
Proceeds from repayments of notes receivable ....................... — 2,250 11,591
Adjustments to cash balances resulting from reporting changes......... — 18,527 —
Net cash provided by (used in) investing activities ... ............ (155,479) (136,145) 103,952
Financing activities:
Net proceeds from sales of Common Shares and issuances of Common :

Shares under plans ... ... i 44,065 144,566 70,885
Repurchases of Common Shares, net of costs ....................... (9,715) (95,502) (16,000)
Net proceeds from sales of Preferred Shares ..................... ... 241,767 —_ —
Redemptions of Preferred Shares............oi it (175,000) — (139,583)
Distributions paid on Common Shares ................ ..o oo, (258,187) (252,270) (237,691)
Distributions paid to minority interest holders ....................... (9,341) (7,246) (7,116) -
Dividends paid on Preferred Shares......................... ... ..., (31,214) (32,715) (37,309)
Debt issuance costsincurred . . ... ... i e (10,426) (3,165) (1,815)
Proceeds from issuance of senior unsecured debt..................... 300,000 — —
Proceeds from issuance of secured debt ............... ... ... .. .... 31,000 — —_
Principal payments on senior unsecured debt ......... ... ... ... .. ..., (153,125) (40,625) (30,000)
Principal payments received on employee share purchase notes......... — 5,110 3,746
Net proceeds from (payments on) lines of credit ................. . 153,562 138,588 (63,947)
Regularly scheduled principal payments on secured debt and assessment ‘

BONAS .« .ot e (8,787) (10,308) (7,906)
Principal payments on secured debt at maturity and prepayments. ... ... (62,844) (2,473) (7.544)
Purchases of derivative contracts ............... ... ... i (2,377) (2,389) (2,931)
Proceeds from settlement of derivative contracts ..................... — 159 106

Net cash provided by (used in) financing activities............... 49,378 (158,270) (477,105)
Net increase (decrease) in cash and cash equivalents. .................. 220,694 82,820 (29,881)
Cash and cash equivalents, beginning of year................... ... ... . 110,809 27,989 57,870

Cash and cash equivalents, end of year .. ............................. $ 331,503 $ 110,809 § 27,989

See Note 11 for information on non-cash investing and financing activities.

The accompanying notes are an integral part of these consolidated financial statements:
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2003, 2002 and 2001

1. Description of Business:

Prologis (collectively with its consolidated subsidiaries and partnerships “ProLogis™) is a publicly held
real estate investment trust (“REIT”) that owns (directly or through unconsolidated investees), operates and
develops industrial distribution properties in North America (the United States and Mexico), Europe
(11 countries) and Asia (Japan). In April 2003, ProLogis announced that it had established a representative
office in China, but ProLogis owned no real estate assets in China at December 31, 2003. ProLogis’ business
consists of two reportable business segments: property operations and the corporate distribution facilities
services business (“CDFS business”). See Note 10.

2. Summary of Significant Accounting Policies:
Principles of Financial Presentation

The accounts of ProLogis, its wholly owned subsidiaries and its majority owned and controlled
subsidiaries and partnerships are consolidated in the accompanying financial statements and are presented in
ProLogis’ functional currency, the U.S. dollar. All entities in which ProLogis owns a majority voting interest
are consolidated. All material intercompany transactions, including transactions with unconsolidated investees,
have been eliminated.

ProLogis began presenting its investment in ProLogis UK Holdings S.A., formerly Kingspark Holding
S.A., (collectively with its subsidiaries ‘“Kingspark S.A.”), a Luxembourg company that performs CDFS
business activities in the United Kingdom, and its investment in Kingspark LLC, a holding company that held
the voting ownership interests of Kingspark S.A., on a consolidated basis on July 1, 2002. ProLogis began
presenting its investment in ProLogis Logistics Services Incorporated (*“ProLogis Logistics”), which owns CS
Integrated LLC (“CSI”), on a consolidated basis on October 24, 2002. CSI previously operated as a
temperature-controlled distribution company in the United States. All of these investments were previously
presented under the equity method. The changes in the reporting methods applicable to these entities occurred
when ProLogis acquired (directly or indirectly) 100% of the ownership interests (voting and non-voting) of
Kingspark S.A. and ProLogis Logistics. Generally accepted accounting principles in the United States of
America (“GAAP”) do not require that previously reported financial information be restated when the
reporting method is changed to consolidation from the equity method under these circumstances. ProLogis’
consolidated shareholders’ equity and its consolidated net earnings are the same under the two reporting
methods. See Note 4.

In January 2003, Interpretation No. 46, “Consolidation of Variable Interest Entities”, was issued.
Interpretation No. 46 was revised in December 2003. The revised Interpretation No. 46 (“FIN 46R™) is
applicable to ProLogis for the interim period that ends after March 15, 2004. FIN 46R clarifies the application
of Accounting Research Bulletin No. 51, “Consolidated Financial Statements”, and requires that ProLogis
present the variable interest entities in which it has a majority variable interest on a consolidated basis in its
financial statements. ProLogis is continuing to assess the provisions of FIN 46R and the impact to ProLogis of
its adoption. At this time, ProLogis expects that it will consolidate its investments in TCL Holding S.A.,
formerly Frigoscandia Holding S.A. (“TCL Holding”) and CS1/Frigo LLC, a company that holds the voting
ownership interest in TCL Holding, as of January 1, 2004. Through December 31, 2003, ProLogis has
presented its investments in TCL Holding and CS1/Frigo LLC under the equity method. ProLogis’ combined
effective ownership in these entities was 99.75% at December 31, 2003. ProLogis expects that it will continue
to present its investments in all of its other unconsolidated investees under the equity method after FIN 46R is
adopted. See Note 4 for information on ProLogis’ investments in these entities and for summarized financial
information of TCL Holding as of and for the year ended December 31, 2003.
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The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities as of the date of the financial statements and the reported amounts of income
and expenses during the reporting period. Actual results could differ from those estimates.

- Certain amounts included in ProLogis’ consolidated financial statements for prior years have been
reclassified to conform to the 2003 financial statement presentation.

REIT Organization Status

ProLogis was formed as a Maryland business trust in January 1993 and has elected to be taxed as a REIT
under the Internal Revenue Code of 1986, as amended (the “Code”). Under the Code, REITS are not
generally required to pay federal income taxes if minimum distribution, income, asset and shareholder tests
are met. For 2003, 2002 and 2001, ProLogls beheves it was in compliance with the REIT requirements of the
Code.

Long-Lived Assets
Real Estate Assets

Real estate assets are carried at cost, which is not in excess of estimated fair value. Costs incurred that are
directly associated with the successful acquisition or development of real estate assets are capitalized as part of
the investment basis of the real estate assets. Such costs that are associated with unsuccessful acquisition
efforts are expensed at the time the acquisition is abandoned. Costs incurred in renovating or rehabilitating
real estate assets are capitalized as part of the investment basis of the real estate assets. Costs incurred in
making certain other improvements to the real estate assets are also capitalized; however, costs incurred in
making repairs to and for maintaining real estate assets are expensed as incurred. Costs associated with in-
place leases applicable to properties acquired by ProLogis for long-term investment are estimated and
recognized as other assets, rather than as part of the cost of the property acquired. Further, as applicable, an
additional allocation of the acquisition cost is made based on whether the net present value of the acquired
leases is favorable or unfavorable to relative market prices and the existence of customer relationships. The
separate recognition of the acquisition costs associated with in-place leases has been required for properties
acquired after June 30, 2001, the effective date of Statement of Financial Accounting Standards (“SFAS”)
No. 141, “Business Combinations.”

General and administrative costs, primarily payroll and payroll related costs, incurred for pre-acquisition
activities (including land acquisitions), development activities, renovation and rehabilitation activities and
leasing activities that are incremental and identifiable to a specific activity are capitalized. During the land
development and construction periods of qualifying projects, interest costs are capitalized as provided under
SFAS No. 34, “Capitalization of Interest Cost.” Capitalized costs are included in the investment basis of real
estate assets except for the costs capitalized related to leasing activities, which are included as other assets in
ProlLogis’ Consolidated Balance Sheets.

The depreciable portions of ProLogis’ real estate assets are depreciated on a straight-line basis over their
respective estimated useful lives. These useful lives are generally seven years for capital improvements,
10 years for tenant improvements, 30 years for acquired properties and 40 years for properties developed by
ProLogis. Capitalized leasing costs are amortized over the respective lease term. ProLogis’ average lease term
for all leases in effect at December 31, 2003 was between four and five years. ProLogis develops properties in
its CDFS business segment with the intent to contribute the properties to property funds in which ProLogis
maintains an ownership interest and acts as manager, or to sell the properties to third parties. ProLogis may
acquire properties in its CDFS business segment that it intends to rehabilitate and/or reposition prior to
contributing the properties to a property fund. ProLogis does not depreciate properties during the period from
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the completion of the development, rehabilitation or repositioning activities through the date the properties are
contributed or sold. See Note 10.

ProLogis acquired certain real estate assets through the formation of partnerships wherein ProLogis, the
general partner, contributed cash and the limited partners contributed real estate assets in exchange for
partnership units that are exchangeable for ProLogis’ common shares of beneficial interest (“Common
Shares”). In consolidating the partnerships’ assets, the investment basis of the real estate assets includes the
estimated fair value attributable to the limited partners’ interests as of the acquisition dates. See Note 6.

Investments in Unconsolidated Investees

Prologis’ investments in certain entities are presented under the equity method rather than on a
consolidated basis. The equity method is used when the form of ProLogis’ investment does not result in
ProLogis having control of the investee. As defined under GAAP, control is generally present when an entity
owns a majority voting interest in its investee. Under the equity method, these investments (including
advances to the investee) are recognized in the balance sheet at ProLogis’ cost with adjustments to reflect
ProLogis’ proportionate share of the net earnings or losses of each of the investees, distributions received and
repayments of amounts advanced, if any. Certain other basis adjustments are recognized, as appropriate.
ProLogis’ proportionate shares of the net earnings or losses of its investees that the own and operate real estate
assets are recognized as a component of income. See Note 4.

Goodwill

Previous business combinations have resulted in the recognition of goodwill, the excess of the acquisition
price over the fair value of acquired net assets, in each of ProLogis’ two reportable business segments and also
with respect to ProLogis’ temperature-controlled distribution investees. A business combination completed in
1999 resulted in the recognition of goodwill directly by ProLogis in its property operations segment in the
United States. ProLogis’ acquisition of interests in its temperature-controllied distribution investees and in
Kingspark S.A. and Kingspark LL.C, which operate in the CDFS business segment, resulted in the recognition
of goodwill either directly by ProLogis (included as part of its investment basis) or by the investee, depending
on the manner in which the acquisition was structured.

On January 1, 2002, ProLogis adopted SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS
No. 142 provides that goodwill is not subject to amortization over its estimated useful life but should be
subject to at least an annual assessment for impairment by applying a fair-value-based test. Accordingly, as of
January 1, 2002, ProLogis ceased recognizing amortization of recorded goodwill balances. The transitional
rules related to the adoption of SFAS No. 142 required ProLogis and its unconsolidated investees to complete
an initial assessment of its goodwill balances recorded as of the date of adoption, January 1, 2002. No
impairment adjustments to the goodwill balances were required as a result of the initial assessments. Had
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SEFAS No. 142 been applicable for 2001, ProLogis’ net earnings attributable to Common Shares would have
changed as illustrated below (in thousands of U.S. dollars):

Year Ended
December 31, 2001

Reported net earnings attgibutab_le to Common Shares..................... $86,038
Goodwill amortization(1) ....... T 10,116
Adjusted net earnings attributable to Common Shares..................... $96,154
Reported net earnings attributable to Common Shares per share — Basic. . ... $ 0.50
Goodwill amortization(1) ................ P __0.05
~ Adjusted net earnings attributable to Common Shares per share — Basic..... $ 0.55
Reported net earnings attributable to Common Shares per share — Diluted . .. $ 049
Goodwill amortization(1) ................. e . 0.05
Adjusted net earnings attributable to Common Shares per share — Diluted . .. §___O__5_41

(1) In addition to goodwill amortization recognized directly by ProLogis, includes ProLogis’ proportionate
share of the total goodwill amortization of its unconsolidated investees that ProLogis recognized under
the equity method.

~ Impairment of Long-Lived Assets

ProLogis and its unconsolidated investees assess the carrying values of their respective long-lived assets,
other than goodwill, whenever events or changes in circumstances indicate that the carrying amounts of these
assets may not be récoverable. These assessments are conducted in accordance with the provisions of SFAS
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS No. 142 requires that
goodwill be assessed for impairment at least annually after the initial assessment that was performed when
SFAS No. 142 was adopted. To comply with the annual assessment requirements in SFAS No. 142, ProLogis
and its unconsolidated investees performed an assessment of the goodwill balance recorded in the CDFS
business segment at June 30, 2003, of the goodwill balances in the property operations segment at
December 31, 2003 and of the goodwill balances related to its temperature-controlled distribution investees at
September 30, 2003 and December 31, 2003.

In management’s opinion, long-lived assets, including goodwill, of ProLogis and its unconsolidated
investees are not carried at amounts in excess of their fair values. ProLogis has not recognized impairment
adjustments directly; however, ProLogis’ proportionate share of the total impairment adjustments of its
unconsolidated investees recognized under the equity method was $38.3 million in 2003, $42.9 million in 2002
and $131.2 million in 2001. See Note 4. ’

Assets to be Disposed Of and Discontinued Operations

Long-lived assets to be disposed of, if any, are reported at the lower of their carrying amount or their fair
value less cost to sell. Further, depreciation of these assets ceases at the time the assets are classified as held
for sale. Discontinued operations are defined in SFAS No. 144 as a component of an entity that has either
been disposed of or is classified as held for sale if both the operations and cash flows of the component have
been or will be eliminated from ongoing operations of the entity as a result of the disposal transaction and the
entity will not have any significant continuing involvement in the operations of the component after the
disposal transaction. SFAS No. 144 further provides that the assets and liabilities of the component of the
entity that has been classified as discontinued operations be presented separately in the entity’s balance sheet.
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The results of operations of the component of the entity that has been classified as discontinued operations are
reported as discontinued operations in the entity’s statement of earnings.

Properties disposed of to third parties are considered to be discontinued operations unless such properties
were developed under a pre-sale agreement. However, properties contributed to property funds in which
ProLogis maintains an ownership interest and acts as manager are not considered to be discontinued
operations due to ProLogis’ continuing involvement with the properties. Discontinued operations recognized
directly by ProLogis’ unconsolidated investees, if any, are not required. to be reflected separately from
ProLogis’ investment balance or separately from the net earnings or losses-of those entities that ProLogis
recognizes under the equity method. ProLogis directly disposed of 15 and 13 properties to third parties that
were not developed under a pre-sale agreement during 2003 and 2002, respectively (the period in which SFAS
No. 144 has been in effect). The effect of reclassifying the results of operations of these properties to
discontinued operations would not have a material effect on ProLogis’ Consolidated Statements of Earnings.
Accordingly, such reclassification has not been made.

During the period prior to the contribution or sale but after the completion of CDFS business activities
(development, rehabilitation or repositioning), ProLogis includes CDFS business properties in its operating
portfolio and as a part of the property operations segment. These assets do not meet the criteria to be classified
as held for sale or as discontinued operations. Certain assets owned by ProLogis’ temperature~controlled
distribution investee were classified as held for sale by that entity at December 31, 2003. See Notes 4 and 10.

Cash and Cash Equivalents

ProLogis considers all cash on hand, demand deposits with financial institutions and short-term, highly
liquid investments with original maturities of three months or less to be cash equivalents.

ProLogis’ cash and cash equivalents are financial instruments that are exposed to concentrations of credit
risk. ProLogis invests its cash with high-credit quality institutions that are federally or governmentally insured,
as applicable. Cash balances with any one institution may be in excess of insured limits or may be invested in
money market accounts that are not insured. ProLogis has not realized any losses in such cash investments or
accounts and believes that it is not exposed to any significant credit risk.

Minority Interest

ProLogis has a controlling interest in five partnerships that own real estate (the “Partnerships”) and are
consolidated in ProLogis’ financial statements. Generally, the formation of the Partnerships resulted in a step-
up to fair value of the real estate assets contributed to the Partnerships by the limited partners as of the dates
of formation. Therefore, the minority interest in the Partnerships that is reported in ProLogis’ Consolidated
Balance Sheets is stated at each limited partner’s respective share of the fair value of the real estate as of the
dates of formation, as adjusted for subsequent contributions, distributions and the limited partners’ proportion-
ate share of the net earnings or losses of the Partnerships. Common Shares issued upon exchange of a limited
partner’s interest are accounted for at the carrying value of the minority interest surrendered. ProLogis
acquired its interest in Meridian Realty Partners Limited Partnership as part of its merger with Meridian
Industrial Trust, Inc. in 1999. Under purchase accounting, the assets and liabilities of the entity and the
associated minority interest liability were all recognized at their fair value on the merger date. See Note 6.

Common Share Repurchases

ProLogis recognizes the gross cost of the Common Shares it reacquires in a contra equity account in
shareholders’ equity, or treasury stock account. The equity accounts that were credited for the original
issuance remain intact. Maryland law provides that shares reacquired must be classified as retired shares that
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cannot be reissued. Accordingly, ProLogis does not separately reflect a treasury stock account in shareholders’
equity. Rather, the contra equity account is included in the additional paid-in capital balance.

Preferred Share Redemptions

ProLogis recognizes the excess of the redemption value of cumulative redeemable preferred shares of
beneficial interest (“Preferred Shares”) redeemed over their carrying value as a charge to earnings in
accordance with Financial Accounting Standards Board (“FASB”) — Emerging Issues Task Force
(“EITF”) Topic D-42, “The Effect on the Calculation of Earnings per Share for the Redemption or Induced
Conversion of Preferred Stock.” In July 2003, the Securities and Exchange Commission (“SEC”) staff issued
a clarification of the SEC’s position on the application of FASB-EITF Topic D-42. The SEC staff’s position,
as clarified, is that in applying Topic D-42, the carrying value of preferred shares that are redeemed should be
reduced by the amount of original issuance costs, regardless of where in shareholders’ equity those costs are
reflected.

In 2001, Prologis redeemed its outstanding Series A Preferred Shares and its remaining outstanding
Series B cumulative convertible redeemable preferred shares of beneficial interest (“Series B Convertible
Preferred Shares”). In applying FASB-EITF Topic D-42 in 2001, ProLogis did not include the original
issuance costs associated with the Series A Preferred Shares or the Series B Convertible Preferred Shares
redeemed as part of their carrying values because ProLogis had recorded the associated issuance costs as
reductions to additional paid-in capital and not as reductions to the carrying values of the Preferred Shares. In
accordance with the July 2003 clarification of the SEC staff’s position on applying FASB-EITF Topic D-42,
ProLogis has restated its net earnings attributable to Common Shares for the year ended December 31, 2001
to reflect a charge for the excess of the redemption values over the carrying values of the Series A Preferred
Shares and the Series B Convertible Preferred Shares that were redeemed in 2001. This restatement results in
the recognition of a charge in 2001 of $4.8 million and reduces ProLogis’ reported net earnings attributable to
Common Shares by $4.8 million and its net earnings attributable to Common Shares per share by $0.03 per
diluted share for the year ended December 31, 2001. Further, the additional paid-in capital and distributions in
excess of net earnings balances at December 31, 2002 that are presented in the accompanying Consolidated
Balance Sheet as of that date have been restated to reflect this charge from 2001. See Note 7.

Costs of Raising Capital

Costs incurred in connection with the issuance of both Common Shares and Preferred Shares are
deducted from the additional paid-in capital account in shareholders’ equity. Costs incurred in connection with
the incurrence or renewal of debt are capitalized, included with other assets, and amortized over the term of
the related debt or the renewal term, as applicable.

Financial Instruments

SFAS No. 133, “Accounting for Derivative Instruments and for Hedging Activities,” as amended,
provides comprehensive guidelines for the recognition and measurement of derivatives and hedging activities
and, specifically, requires all derivatives to be recorded on the balance sheet at their fair value, either as an
asset or liability, with an offset to accumulated other comprehensive income, when the derivative instrument
qualifies for hedge accounting treatment under SFAS No. 133, or to results of operations.

In the normal course of business, ProLogis uses certain types of derivative financial instruments for the
purpose of foreign currency exchange rate and interest rate risk management. To qualify for hedge accounting,
the derivative instruments used for risk management purposes must effectively reduce the risk exposure that
they are designed to hedge. For instruments associated with the hedge of anticipated transactions, hedge
effectiveness criteria alse require that the occurrence of the underlying transactions be probable. Instruments
meeting these hedging criteria are formally designated as hedges at the inception of the contract. Those risk
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management instruments not meeting these criteria are accounted for at fair value with changes in fair value
recognized immediately as a component of results of operations.

In assessing the fair values of its financial instruments, both derivative and non-derivative, ProLogis uses
a variety of methods and assumptions that are based on market conditions and risks existing at each balance
sheet date. Primarily, ProLogis uses quoted market prices or quotes from brokers or dealers for the same or
similar instruments. These values represent a general approximation of possible value and may never actually
be realized.

ProLogis’ financial instruments, including derivative instruments, are further discussed in Note 13.

Foreign Operations

The U.S. dollar is the functional currency for ProLogis’ consolidated subsidiaries and uncensolidated
investees operating in the United States and Mexico and for certain of ProLogis’ consolidated subsidiaries that
operate as holding companies for foreign investments. The functional currency for ProLogis’ consolidated
subsidiaries and unconsolidated investees operating outside North America is the local currency of the country
in which the entity is located (euro for members of the European Union that have adopted the euro, krona for
Sweden, pound sterling for the United Kingdom, forint for Hungary, koruna for Czech Republic, zloty for
Poland and yen for Japan).

ProLogis’ consolidated subsidiaries whose functional currency is not the U.S. dollar translate their
financial statements into U.S. dollars prior to the consolidation of those financial statements into ProLogis’
financial statements. Assets and liabilities are translated at the exchange rate in effect as of the financial
statement date. Income statement accounts are translated using the average exchange rate for the period.
Income statement accounts that represent significant nonrecurring transactions are translated at the rate in
effect as of the date of the transaction. Gains and losses resulting from the translation are included in
accumulated other comprehensive income as a separate component of shareholders’ equity. ProLogis
translates its share of the net earnings or losses of its unconsolidated investees whose functional currency is not
the U.S. dollar at the average exchange rate for the period.

ProLogis and its consolidated subsidiaries and unconsolidated investees may have transactions, including
investments and advances, denominated in currencies other than their functional currency. In these instances,
nonmonetary assets and liabilities are reflected at the historical exchange rate, monetary assets and liabilities
are remeasured at the exchange rate in effect at the end of the period and income statement accounts are
remeasured at the average exchange rate for the period. Gains and losses from remeasurement are generally
included in ProLogis’ results of operations. Investment balances and certain intercompany advances are
remeasured with the resulting adjustment recognized as a cumulative transiation adjustment in accumulated
other comprehensive income in shareholders’ equity. This treatment is applicable to intercompany advances
that are deemed to be a permanent source of capital to the subsidiary or investee. Upon the partial or complete
sale of the foreign investment or upon complete or substantially complete liquidation of the foreign
investment, the gain or loss on the sale or redemption transaction will include the cumulative translation
adjustments reported in other comprehensive income attributable to that investment or intercompany advance
that become realized as a result of the transaction (i.e., when the funds are repatriated to the United States).
See Note 4.

Gains or losses are also recorded in the income statement when other transactions with a third party,
denominated in a currency other than the entity’s functional currency, are settled and the functional currency
cash flows realized are more or less than expected based upon the exchange rate in effect when the
transactions were: initiated. ‘
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The components of the net foreign currency exchange expense/losses recognized in ProLogis’ results of
operations were as follows for the years indicated (in thousands of U.S. dollars):

Years Ended December 31,

2003 2002 2001
Gains (losses) from remeasurement of third party and certain
intercompany debt, net(1) ............. ... ... . ....... $(10,391) $(10,267) $ 3,657
Gains (losses) from the settlement of third party and certain
intercompany debt, net(1) .......... ... ... - 2,421 12,421 (6,166)
Transaction gains (losses), net ...............ccooviiinn... 75 238 (185)
Derivative financial instruments ~ put option contracts(2):
Expense associated with contracts expiring during the . i
Period ... (2,897) (3,171)  (2,255)
Mark-to-market gains (losses) on outstanding contracts,
net........ P e 205 (1,411) 1,122
Gains realized at expiration of contracts, net.............. — 159 106
Total(3) oo $(10,587) $ (2,031) $(3,721)

(1) At the time certain debt balances are settled, remeasurement gains or losses that have been recognized in
results of operations as unrealized are reversed and the cumulative foreign currency exchange gain or loss
realized with respect to the settled balance is recognized in results of operations as a realized gain or loss
in the period that the settlement occurs.

(2) ProLogis enters into foreign currency put option contracts related to its operations in Europe and Japan.
These put option contracts do not qualify for hedge accounting treatment. Accordingly, the cost of the
contract is capitalized at the contract’s inception and is marked-to-market by ProLogis as of the end of
each subsequent reporting period. Upon expiration of the contract, the mark-to-market adjustment is
reversed, the total cost of the contract is expensed and any proceeds received are recognized as a gain.
See Note 15.

(3) The foreign currency exchange gain that was realized as a result of the repatriation to the United States
of the cash redemption proceeds that ProLogis received as a result of the partial redemption of its
investment in ProLogis European Properties Fund is presented as a part of the total gain on the
redemption transaction in ProLogis’ Consolidated Statement of Earnings in accordance with SFAS
No. 52 “Foreign Currency Translation.” See Note 4.

Revenue Recognition

ProLogis leases its operating properties to customers under agreements that are classified as operating
leases and recognizes the total minimum lease payments provided for under the leases on a straight-line basis
over the lease term in accordance with SFAS No. 13, “Accounting for Leases.” A provision for possible loss is
made if the collection of a receivable balance is considered to be doubtful.

Under the terms of the respective leases, some or all of ProLogis’ rental expenses are recovered from its
customers. Previously, ProLogis included the amounts recovered from customers as a reduction to rental
expenses in its Consolidated Statement of Earnings. During 2003, ProLogis changed its presentation to reflect
amounts recovered from customers as a component of rental income. This reclassification has been made for
all periods presented.

Gains or losses on the dispositions of real estate assets are recorded when the recognition criteria set forth
under SFAS No. 66, “Accounting for Sales of Real Estate” have been met, generally at the time title is
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transferred and ProLogis has no future involvement as a direct owner of the real estate asset sold. Gains and
losses resulting from the contributions and sales of properties that were developed or acquired in the CDFS
business segment are recognized as other real estate income in ProLogis’ Consolidated Statements of
Earnings. See Note 10.

When ProLogis contributes a property to an entity in which it has an ownership interest, ProLogis does
not recognize a portion of the gain resulting from the contribution. The amount not recognized is based on
ProLogis’ ownership interest in the entity acquiring the property. Further, under certain circumstances,
ProLogis will defer a portion of the gain resulting from a property disposition to the extent that the proceeds
include non-monetary consideration. ProLogis adjusts its proportionate share of the net earnings or losses that
it recognizes under the equity method from these entities in later periods to reflect the investee’s depreciation
expense as if it were computed based on ProLogis’ lower basis in the real estate assets that were acquired from
ProLogis. If a loss is recognized when a property is contributed to a property fund, none of the loss is deferred.
When a property that ProLogis originally contributed to a property fund is sold to a third party, ProLogis
recognizes as income the amount of the gain that it had previously deferred during the period that the third
party sale occurs. Further, during periods when ProLogis’ ownership interest in a property fund decreases,
ProLogis will recognize a portion of the gains that were previously deferred to coincide with its new ownership
interest in the property fund.

Rental Expenses

Rental expenses primarily include the cost of on-site and property management personnel, utilities,
repairs and maintenance, property insurance and real estate taxes.

Income Taxes

ProLogis is a REIT for federal income tax purposes and is not generally required to pay federal income
taxes if it meets the REIT requirements of the Code. Also, ProLogis’ subsidiaries that meet the requirements
of the Code to be qualified REIT subsidiaries are not generally required to pay federal income taxes. However,
ProLogis must recognize income taxes in accordance with SFAS No. 109, “Accounting for Income Taxes,”
for its subsidiaries that are not qualified REIT subsidiaries and ProLogis is taxed in certain states in which it
operates. Also, the foreign countries where Prologis has operations do not necessarily recognize REITs under
their respective tax laws. Accordingly, ProLogis recognizes income taxes, as necessary.

SFAS No. 109 requires that interperiod income tax allocation be based on the asset and liability method.
Accordingly, ProLogis has recognized the tax effects of temporary differences between its tax and financial
reporting bases of assets and liabilities that will result in taxable or deductible amounts in future periods. At
December 31, 2003 and 2002, ProLogis recognized a net deferred income tax liability of $10.0 million and a
net deferred income tax asset of $0.9 million, respectively. The deferred income tax liability recognized at
December 31, 2003 includes $3.6 million that has been recognized pursuant to an indemnification agreement
with ProLogis European Properties Fund. See Note 4.

Share-Based Compensation

Prologis recognizes the costs of its share-based compensation plans under the provision of SFAS
No. 123, “Accounting for Stock-Based Compensation,” that allows ProLogis to continue to account for these
plans using Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to
Employees,” and related interpretations. Under APB No. 25, if the exercise price of the share options granted
equals or exceeds the market price of the underlying share on the date of grant, no compensation expense is
recognized. SFAS No. 123 requires that the fair value of the share options granted be recognized as
compensation expense, regardless of the relationship of the exercise price to the market price. ProLogis grants
share options to employees and members of its Board of Trustees (the “Board”) that have an exercise price
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that is equal to the average of the high and low market prices on the day the options are granted. Therefore, no
compensation expense is recognized. ProLogis does recognize compensation expense if the terms of the share
options or other instruments awarded are changed in such a manner that the variable accounting rules as
provided in APB No. 25 become applicable.

Had compensation expense been recognized by ProLogis for the years ended December 31, 2003, 2002
and 2001 using an option valuation model as provided in SFAS No. 123, ProLogis’ net earnings attributable to
Common Shares and net earnings attributable to Common Shares per share for these years would have
changed as follows (in thousands of U.S. dollars, except per share amounts):

Years Ended December 31,

2003 2002 2001

Net earnings attributable to Common Shares:

Asreported .. ... S $212,367 $216,166  $86,038

Pro forma............ e 208,218 210,385 82,011
Net earnings attributable to Common Shares per share:

Asreported —Basic . ...... ... L $ 118 § 122 $ 0.50

Asreported—Diluted.........................: ...... 1.16 1.20 0.49

Proforma—Basic ........... ... .. ... 1.16 1.18 0.47

Proforma—Diluted .......... ... ... .. 1.14 1.17 0.47

Since share options vest over several years and additional grants are likely to be made in future years, the
pro forma compensation expense presented above may not be representative of compensation cost to be
expected in future years. :

The pro forma amounts above were calculated using the Black-Scholes model to value the option grants

and the following assumptions:
Years Ended December 31,

2003 2002 2001
Risk-free interest rate .. ......... .. ... ..o 3.53% 3.04% 4.65%
Forecasted dividend vield .. ...................... 4.18% 5.68% 6.19%
Volatility. .. ... 20.14% 20.55% 21.07%
Weighted average option life ................... .. ~ 6.25 years 6.25 years 6.25 years

On January 1, 2003, ProLogis adopted SFAS No. 148, “Accounting for Stock-Based Compensation —
Transition and Disclosure, an amendment of FASB Statement No. 123.” Because ProLogis does not account
for share-based compensation under the fair value method provided in SFAS No. 123, the adoption of SFAS
No. 148 did not have any effect on ProLogis’ financial position, results of operations or cash flows.

Other New Accounting Standards Applicable to the 2003 Financial Statements

ProLogis adopted the following new accounting standards in 2003. Adoption of these standards did not
have a material impact on ProLogis’ financial position, results of operations or cash flows:

« SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement
No. 13, and Technical Corrections,” was adopted by ProLogis as of January 1, 2003. SFAS No. 145
significantly limits the treatment of losses associated with early extinguishment of debt as an
extraordinary item and contains provisions that impact certain sale-leaseback transactions.
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» SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” was adopted by
ProLogis as of January 1, 2003. SFAS No. 146 requires that certain expenses associated with
restructuring charges be accrued as liabilities in the period in which the liability is incurred.

» SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics of both Liabilities
and Equity,” was issued in May 2003. SFAS No. 150 establishes standards for how the issuer of
financial instruments classifies and measures instruments that contain characteristics of both liabilities
and equity. SFAS No. 150 requires certain freestanding financial instruments that embody obligations
to be classified as liabilities. Further, certain mandatorily redeemable financial instruments are required
to be measured at their fair value with subsequent changes in fair value recognized in net earnings.
ProLogis adopted SFAS No. 150 as of July 1, 2003.

In November 2002, ProLogis adopted Interpretation No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness to Others as an interpretation of
SFAS Nos. 5, 57 and 107 and a rescission of Interpretation No. 34.” Interpretation No. 45 elaborates on the
previous disclosure requirements for most guarantees, including loan guarantees such as standby letters of
credit, and provides that an entity that issues a guarantee must recognize an initial liability for the fair value, or
market value, of the obligations it assumes under that guarantee. The initial recognition and measurement
provisions of Interpretation No. 45 were applicable to guarantees issued or modified after December 31, 2002.
The application of Interpretation No. 45 did not have a material effect on ProLogis’ financial position, results
of operations or cash flows.

3. Real Estate:
Real Estate Assets

Real estate assets directly owned by ProLogis consist of income producing industrial distribution
properties, industrial distribution properties under development and land held for future development of
industrial distribution properties. ProLogis’ real estate assets, presented at cost, include the following as of the
dates indicated (in thousands of U.S. dollars):

December 31,

2003 2002

Operating properties(1): ‘
Improved land ... ... ... e $ 815,606 § 735,953
Buildings and improvements . . ............ i 4,053,189 3,831,921
4,868,795 4,567,874
Properties under development (including cost of land)(2)(3)........ 404,581 377,384
Land held for development(4) .. ... ... .. .. i, 511,163 386,820
Other investments(5) ...............cooon.... T 69,508 63,449
Total real estate assets. . ... it 5,854,047 5,395,527
Less accumulated depreciation. . ........ ... .. .. .. ... 847,221 712,319
Net real estate assets. ...ttt $5,006,826  $4,683,208

(1) At December 31, 2003 and 2002, ProLogis had 1,252 and 1,230 operating properties, respectively,
consisting of 133,141,000 and 127,956,000 square feet, respectively.

(2) Properties under development consist of 27 buildings aggregating 9,823,000 square feet at December 31,
2003 and 37 buildings aggregating 9,648,000 square feet at December 31, 2002.

96




PROLOGIS
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(3) In addition to the construction costs payable balance of $26.8 million at December 31, 2003, ProLogis
had aggregate unfunded commitments on its contracts for properties under development of $273.9 million
at December 31, 2003.

(4) Land held for future development consisted of 2,706 acres at December 31, 2003 and 2,466 acres at
December 31, 2002.

(5) Other investments include: (i) restricted funds that are held in escrow pending the completion of tax-
deferred exchange transactions involving operating properties (there were no amounts on deposit with
third parties at December 31, 2003 and $6.9 million was on deposit with third parties at December 31,
2002); (ii) earnest money deposits associated with potential acquisitions; (iii) costs incurred during the
pre-acquisition due diligence process; and (iv) costs incurred during the pre-construction phase related to
future development projects.

Prologis’ directly owned real estate assets are located in North America (the United States and
Mexico), ten countries in Europe and in Japan. No individual market in any country, as defined by ProLogis
and presented in Item 2 of its 2003 Annual Report on Form 10-K, represents more than 10% of ProLogis’ total
real estate assets, before depreciation.

Operating Lease Agreements

ProLogis leases its operating properties to customers under agreements that are generally classified as
operating leases. At December 31, 2003, minimum lease payments on leases with lease periods greater than
one vear for space in ProLogis’ directly owned properties during each of the years in the five-year period
ending December 31, 2008 and thereafter are as follows (in thousands of U.S. doliars):

2004 . .o oo $ 399,196
2005 . . ottt 317,142
2006 . -+ oo 230,211
2007 ..t e 164,178
2008 . 114,538
2009 and thereafter .. ... .. ... 185,170

$1,410,435

For ProLogis’ directly owned properties, the largest customer and the 25 largest customers accounted for
1.21% and 15.2%, respectively, of ProLogis’ annualized collected base rents at December 31, 2003.

4. Unconsolidated Investees:
Summary of Investments and Income

Since 1997, ProLogis has invested in various entities in which its ownership interest is less than 100% and
in which it does not have control as defined under GAAP. Accordingly, these investments are presented under
the equity method in ProLogis’ Consolidated Financial Statements. Certain of these investments were
originally structured such that ProLogis’ ownership interest would allow ProLogis to continue to comply with
the requirements of the Code to qualify as a REIT. However, with respect to ProLogis’ investments in
property funds, having an ownership interest of 50% or less is part of ProLogis’ business strategy. This business
strategy allows ProLogis to realize, for financial reporting purposes, a portion of the profits from its
development activities, raise private equity capital or issue private debt instruments, generate fee income,
provide liquidity to fund its future development activities, all the while allowing ProLogis to maintain a long-
term ownership interest in its developed properties.
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ProLogis’ investments in entities that were accounted for under the equity method are summarized by
type of investee as follows as of the dates indicated (in thousands of U.S. dollars):

December 31,

2003 2002
Property funds . ... ... i e $548,243  $581,334
CDFS business investees. . ... vv vttt i e 12,734 45,183
Temperature-controlled distribution investee ......................... 113,830 178,459
Other INVESTEES . . . .ottt et e e e e 2,486 4310
Totals. . $677,293  $809,286

ProLogis recognizes income or losses from its investments in its unconsolidated investees consisting of its
proportionate share of the net earnings or losses of these investees recognized under the equity method,
interest income on advances made to these investees, if any, and fees earned from these investees, if any. The
amounts recognized by ProLogis from its investments in unconsolidated investees are summarized as follows
for the periods indicated (in thousands of U.S. dollars):

Years Ended December 31,

2003 2002 2001
Property funds . ...... ...t $ 71,449 $60,722 $ 39,480
CDFS business inVestees . .. .ot i e 730 30,082 55,839
Temperature-controlled distribution investees ... ........... (13,013) 7,072 (111,468)
Totals .......... D $ 59,166 $97,876 § (16,149)
Other investees(1) ... ..ot $ 52 $(1,495) $ (33,495)

(1) Amounts recognized by ProLogis from its investments in entities that do not own and operate real estate
assets are presented below operating income in ProLogis’ Consolidated Statements of Earnings.

Property Funds

Since 1999, ProLogis has formed eight property funds. ProLogis’ ownership interests in these property
funds range from 14% to 50%. The property funds own operating properties that have generally been
contributed to the property funds by ProLogis. In most cases, ProLogis receives ownership interests in the
property funds as part of the proceeds received from these contributions. ProLogis recognizes its proportionate
share of the net earnings or losses of each property fund under the equity method. ProLogis earns fees for
acting as the manager of each of the property funds and may earn additional fees by providing other services to
certain of the property funds including, but not limited to, development and leasing activities performed on
their behalf.
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Prologis’ investments in the eight property funds, presented under the equity method, were as follows as
of the dates indicated (in thousands of U.S. dollars):

December 31,

2003 2002

ProLogis California{l) ... oo $117,529  $118,790
ProLogis North American Properties Fund 1(2) ...................... 38,342 46,175
ProLogis North American Properties Fund I1(3) ..................... 5,853 7,070
Prologis North American Properties Fund III(4) .................... 5,506 5,666
ProLogis North American Properties Fund IV(5) .......... ... ... ... 3,425 3,730
ProLogis North American Properties Fund V(6) ..................... 56,965 34,287
ProLogis European Properties Fund(7) .............. ... .. ... . .... 267,757 362,220
ProLogis Japan Properties Fund(8) ...... .. ... ... ... .. ... L. 52,866 3,396

TOtalS . . $548,243  $581,334

ProLogis’ investments in the property funds at December 31, 2003 consisted of the following components
(in millions of U.S. dollars):

ProLogis  ProLogis ProLogis ProLegis ProLogis
North North North North North ProLogis  ProLogis
American  American American American American  European Japan
ProLogis Properties  Properties  Properties Properties  Properties  Properties  Properties
California(1) Fund I(2) Fund H(3) Fund HI{4) Fund IV(5) Fund V(6) Fund(7) Fund(8)

Equity interest ............ $188.6  $ 543  $14.4 $12.1 $84  $597 $2891  $19.0
Distributions. . ............ (87.1)  (188)  (5.1) (3.4) 27 (9.7)  (46.8) —

ProLogis’ share of the net
earnings of the property
fund, excluding fees

earned by ProLogis ...... 42.7 8.7 2.1 1.2 1.3 6.0 16.6 1.4

Subtotals............... 144.2 442 11.4 " 9.9 70 56.0 258.9 20.4
Adjustments to carrying

value(9) ............... (28.8) (8.5) (6.9) (5.7) (4.4) (16.4) (65.5) (8.3)
Other, net(10) ............ 1.9 2.5 1.2 0.9 0.7 4.7 69.8 4.0

Subtotals............... 117.3 38.2 5.7 5.1 33 44.3 263.2 15.9
Other receivables ......... 0.2 0.1 0.2 04 0.1 12.7 4.6 37.0

Totals ............... $117.5 $ 383 $ 59 $ 53 $ 34 $ 570 82678 $52.9
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ProLogis’ proportionate share of the net earnings or losses of each of the property funds recognized under
the equity method, interest income on advances to the property funds, if any, and fees earned for services
provided to the property funds were as follows for the periods indicated (in thousands of U.S. dollars):

Years Ended December 31,

‘ 2003 2002 2001
ProLogis California(1) ............ i, $14,229 $14379  $13,147
ProLogis North American Properties Fund I(2) .............. 5,177 5,997 4,648
ProlLogis North American Properties Fund 1I(3).............. 2,381 3,645 2,328
ProLogis North American Properties Fund 1T11{(4) ............. 2,827 27719 1,178
ProLogis North American Properties Fund IV(5) ............. 1,924 1,977 598
ProLogis North American Properties Fund V(6) ............. . 12,500 7,544 —
ProLogis European Properties Fund(7) (11) .................. 30,190 24,162 17,581
ProlLogis Japan Properties Fund(8) ......................... 2,221 239 —

Total .. ..o e B $71,449  $60,722  $39,480

ProLogis California I LLC (“ProLogis California’):

.

Began operations on August 26, 1999;
Members are ProlLogis and New. York State Common Retirement Fund;
Owned 79 properties aggregating 13.0 million square feet at December 31, 2003;

All but one of the properties owned were contributed by ProlLogis or were developed by ProLogis on
behalf of the property fund;

Properties are located in the Los Angeles/Orange County market;

ProLogis California has the right of first offer with respect to properties that Prologis develops,
excluding properties developed under build to suit lease agreements, in certain counties included in
ProLogis’ Los Angeles/Orange County market;

ProLogis’ ownership interest has been 50% since the property fund’s inception; and

Property management, asset management, leasing and other fees recognized by ProLogis were
$3.3 million, $3.1 million and $3.1 million for the years ended December 31, 2003, 2002 and 2001,
respectively. '

Prologis North American Properties Fund I LLC (“ProLogis North American Properties Fund 1"):

Began operations on June 30, 2000;

Members are ProLogis and State Teachers’ Retirement Board of Ohio;

Owned 36 properties aggregating 9.4 million square feet at December 31, 2003;
All properties were contributed by ProLogis;

Properties are located in 16 markets in the United States;

ProLogis’ ownership interest has been 41.3% since January 15, 2001 and was 20% from inception of
the property fund to that date; and
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» Property management, asset management, leasing and other fees recognized by ProLogis were

$2.2 million, $2.7 million and $2.2 million for the years ended December 31, 2003, 2002 and 2001,
respectively.

(3) ProLogis First U.S. Properties LP (“ProLogis North American Properties Fund 1I"'):

(4)

(5)

Began operations on June 30, 2000;

Partners are ProLogis and an affiliate of First Islamic Investment Bank E.C. (“First Islamic Bank™).
First Islamic Bank obtained its initial ownership interest on March 27, 2001 from Principal Financial
Group, the original partner;

Owned 27 properties aggregating 4.5 million square feet at December 31, 2003 (this property fund
owned only three properties aggregating 0.4 million square feet prior to March 27, 2001);

All properties were contributed by ProLogis;
Properties are located in 13 markets in the United States;
ProLogis’ ownership interest has been 20% since the property fund’s inception; and

Property management, asset management, leasing and other fees recognized by ProLogis were
$1.9 million, $2.1 million and $1.6 million for the years ended December 31, 2003, 2002 and 2001,

Tespectively. '

ProLogis Second U.S. Properties LP (“ProLogis North American Properties Fund I1I1"):

Began operations on June 15, 2001,

Partners are ProLogis and an affiliate of First Islamic Bank;

Owned 34 properties aggregating 4.4 million square feet at December 31, 2003;
All properties were acquired from ProLogis;

Properties are located in 15 markets in the United States;

ProLogis’ ownership interest has been 20% since the property fund’s inception; and

Property management, asset management, leasing and other fees recognized by ProLogis were
$2.1 million, $2.0 million and $1.0 million for the years ended December 31, 2003, 2002 and 2001,
respectively.

ProLogis Third U.S. Properties LP (“ProLogis North American Properties Fund IV”):

Began operations on September 21, 2001;

Partners are ProLogis and an affiliate of First Islamic Bank;

Owned 17 properties aggregating 3.5 million square feet at December 31, 2003;
All properties were acquired from ProLogis;

Properties are located in ten markets in the United States;

ProLogis’ ownership interest has been 20% since the property fund’s inception; and

Property management, asset management, leasing and other fees recognized by ProLogis were
$1.4 million, $1.2 million and $0.3 million for the years ended December 31, 2003, 2002 and 2001,
respectively.
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ProLogis North American Properties Fund V:

Began operations on March 28, 2002;

Ownership interests (direct and indirect) of the ProLogis-Macquarie Fund at December 31, 2003 are
held directly or indirectly by ProLogis, Macquarie ProLogis Trust (“MPR”), a listed property trust in
Australia, and a company that was formed to act as manager of the ProLogis-Macquarie Fund.
ProLogis and a United States subsidiary of Macquarie Bank Limited (“Macquarie Bank™) each have
a 50% ownership interest in the manager of the ProLogis-Macquarie Fund;

MPR’s effective ownership interest in the ProLogis-Macquarie Fund was 83.1% at December 31,
2003 through its 93.4% weighted ownership interest in two entities that collectively owned 88.9% of
the ProLogis-Macquarie Fund. MPR’s effective ownership interest in the ProLogis-Macquarie Fund
was 79.7% at December 31, 2002 through its 90.5% weighted ownership interest in two entities that
collectively owned 88.1% of the ProLogis-Macquarie Fund;

ProLogis’ effective ownership interest in the ProLogis-Macquarie Fund was 14.0% at December 31,
2003 based on its 11.1% direct ownership interest in the ProLogis-Macquarie Fund and its 50%
ownership interest in the management company that had a 6.6% ownership interest in two entities
that collectively owned 88.9% of the ProLogis-Macquarie Fund. ProLogis’ effective ownership
interest in the ProLogis-Macquarie Fund was 16.1% at December 31, 2002 based on its 11.9% direct
ownership interest in the ProLogis-Macquarie Fund and its 50% ownership interest in the manage-
ment company that had a 9.5% ownership interest in two entities that collectively owned 88.1% of the
ProLogis-Macquarie Fund;

Macquarie Bank’s effective ownership interest at December 31, 2003 was 2.9% based on its 50%
ownership interest in the management company that had a 6.6% ownership interest in two entities
that collectively owned 88.9% of the ProLogis-Macquarie Fund. Macquarie Bank’s effective owner-
ship interest at December 31, 2002 was 4.2% based on its 50% ownership interest in the management
company that had a 9.5% ownership interest in two entities that collectively owned 88.1% of the
ProLogis-Macquarie Fund;

ProLogis refers to the combined entities in which it has direct or indirect ownership interests
(ProLogis-Macquarie Fund and the management company) as one property fund named ProLogis
North American Properties Fund V. ProLogis’ combined ownership interests in this property fund has
ranged from 14.0% to 16.9% since the property fund’s inception in March 2002.

Owned 90 properties aggregating 20.7 million square feet at December 31, 2003 (including 33
properties aggregating 8.7 million square feet that were contributed by ProLogis during 2003);

All properties were acquired from ProLogis;
Properties are located in 24 markets in the United States and three markets in Mexico;

ProLogis was committed to offer to contribute all of the properties that it developed and stabilized
during 2003 in North America (excluding properties that are covered under the agreement with
ProLogis California) to ProLogis North American Properties Fund V. This commitment expired on
December 31, 2003. While ProLogis is no longer committed to contribute, and ProLogis North
American Properties Fund V is no longer obligated to acquire, properties from ProLogis, ProLogis did
contribute two properties to ProLogis North American Properties Fund V in January 2004. ProLogis
expects that it will periodically offer to contribute properties to ProLogis North American Properties
Fund V in 2004. ProLogis cannot predict the extent to which ProLogis North American Properties
Fund V will continue to acquire properties from ProLogis during 2004.
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» Property management, leasing and other fees recognized by ProLogis were $8.5 million and

* $6.8 million for the years ended December 31, 2003 and 2002, respectively. Fees and other income
recognized for the year ended December 31, 2003 consisted of $4.6 million of property management
and asset management fees, $1.3 million of long-term debt placement fees, and $2.6 million of
acquisition and other fees. Fees and other income recognized for the year ended December 31, 2002
consisted of $1.6 million of property management and asset management fees, $0.7 million in long-
term debt placement fees, $2.0 million of other fees and a one-time fee of $2.5 million related to the
formation of ProLogis North American Properties Fund V.

(7) ProLogis European Properties Fund:
. Began operations on September 23, 1999;

» Prologis and 21 third party institutional investors own units in the property fund. The original
subscription agreements under which third parties invested 1.06 billion euro (the currency equivalent
of approximately $1.31 billion at December 31, 2003) expired on September 15, 2002 with all
commitments having been funded. In August 2003, ProLogis European Properties Fund obtained
. additional equity commitments from 11 institutional investors (including five new investors) aggre-
gating 636.6 million euro (the currency equivalent of approximately.$785.5 million at December 31,
2003) of which 559.8 million euro (the currency equivalent of approximately $690.7 million at
December 31, 2003) was unfunded at December 31, 2003. The subscription agreements expire on
August 29, 2006;

+ At December 31, 2003, ProLogis was committed to make additional equity contributions to ProLogis
European Properties Fund of 135.4 million euro (the currency equivalent of approximately
$167.0 million as of December 31, 2003) through September 15, 2009.

« In December 2003, ProLogis European Properties Fund disposed of 13 operating properties aggregat-
ing 2.1 million square feet in the United Kingdom to a third party. All of these properties were
originally contributed to ProLogis European Properties Fund by ProLogis. ProLogis European
Properties Fund recognized a net gain from the dispositions of these properties of $7.7 million (net of
foreign currency exchange losses of $7.1 million). Proceeds from these dispositions were used to
redeem certain ownership interests at the option of the unit holders. A total of 24.9 million, or 11.7%,
of the outstanding units were redeemed. ProLogis redeemed 17.0 million units and recognized a gain
on the partial redemption of its investment in ProLogis European Properties Fund of $74.7 million,
including a foreign currency exchange gain of $47.9 million that was recognized as a result of the
repatriation of the cash redemption proceeds to the United States.

« Owned 197 properties aggregating 40.1 million square feet at December 31, 2003; (including 17
properties aggregating 4.0 million square feet that were contributed by ProLogis in 2003 and seven
properties aggregating 2.5 million square feet that were acquired from third parties in 2003).

» Properties have been contributed by ProLogis (152 properties, 29.5 million square feet) and acquired
from third parties (45 properties, 10.6 million square feet);

+ Properties are located in 25 markets in 11 countries in Europe;

« ProLogis is committed to offer to contribute all of the properties that it develops and stabilizes in
specified markets in Europe through September 2019 to ProLogis European Properties Fund, subject
to the property meeting certain criteria, including leasing criteria;

» ProLogis’ ownership interest was 21.9%, 29.6% and 35.4% at December 31, 2003, 2002 and 2001,
respectively; and
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» Property management, asset management and other fees recognized by ProLogis were $23.8 million,
$16.5 million and $9.9 million for the years ended December 31, 2003, 2002 and 2001, respectively.

PLD/RECO Japan TMK Property Trust (“ProLogis Japan Propérties Fund”):
« Began operations on September 24, 2002;

« Partners are ProLogis and a real estate investment subsidiary of the Government of Singapore
Investment Corporation (“GIC”);

» The total capital commitment by the real estate investment subsidiary of GIC to the property fund is
$300.0 million, of which $224.2 million is unfunded at December 31, 2003;

+ Owned five properties aggregating 1.6 million square feet at December 31, 2003;
» Four of the five properties owned by the property fund were contributed by ProLogis;
« All properties are located in Tokyo;

« ProLogis is committed to offer to contribute all of the properties that it develops and stabilizes in
Japan through June 2006 to ProLogis Japan Properties Fund, subject to the property meeting certain
criteria, including leasing crlterla

» ProLogis’ ownership interest has been 20% since the property fund’s inception; and

» Property management and asset management fees recognized by ProLogis were $0.8 million and
$0.1 million for the years ended December 31, 2003 and 2002,

Under GAAP, a portion of the gains resulting from ProLogis’ contribution of properties to the property
funds does not qualify for current income recognition due to ProLogis’ continuing ownership in the
property fund that acquires the property. The amount of the gain that ProLogis is unable to recognize is
recorded as a reduction to ProLogis” balance sheet investment in the property fund. The gain that has
not been recognized is eventually recognized when Prologis adjusts its proportionate share of the net
earnings or losses of the property fund, recognized under the equity method, to reflect lower depreciation
expense within the property fund. The lower depreciation expense is the result of ProLogis’ reduced
investment in the property fund and, accordingly, its lower basis in the real estate assets that it
contributed to the property fund. The gain not recognized is eventually recognized by Prologis if the
property fund disposes of a property to a third party that was contributed by ProLogis. ProLogis also
recognizes the gain previously deferred in amounts proportionate to reductions in its ownership interest
in the property fund after the contribution is made.

Includes costs associated with ProLogis’ investment in the property fund and Prologis’ proportionate
share of the accumulated other comprehensive income or loss recognized by ProLogis European
Properties Fund (cumulative translation adjustments and hedge accountmg adjustments) and ProLogis
Japan Properties Fund (cumulative translation adjustments).

For 2001, includes $0.2 million representing ProLogis’ proportionate share of the net earnings of
ProLogis European Properties S.a.r.l. recognized under the equity method for the period from
January 1, 2001 through January 6, 2001. ProLogis owned 49.9% of ProLogis European Properties
S.a.r.l. until this investment was contributed to ProLogis European Properties Fund on January 7, 2001.
Prologis European Properties Fund owned the other 50.1% of ProLogis European Properties S.a.r.l.
prior to acquiring ProLogis’ interest on January 7, 2001:

ProLogis, from time to time, enters into Special Limited Contribution Agreements (“SLCA™) in

connection with certain of its contributions of properties to certain of its property funds. Under the SLCAs,
ProLogis is obligated to make an additional capital contribution to the respective property fund under certain
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circumstances, the occurrence of which ProLogis believes to be remote. Specifically, ProLogis would be
required to make an additional capital contribution if the property fund’s third-party lender, whose loans to the
property fund are generally secured by the property fund’s assets and are non-recourse, does not receive a
specified minimum level of debt repayment. However, the proceeds received by the third-party lender from
the exhaustion of all of the assets of the property fund combined with the debt repayments received directly
from the property fund will reduce Prologis’ obligations under the SLCA on a dollar-for-dollar basis.
ProLogis’ potential obligations under the respective SLCAs, as a percentage of the assets in the property
funds, range from 2% to 28%. Accordingly, the value of the assets of the respective property funds would have
to decline by between 98% and 72% before ProLogis would be required to make an additional capital
contribution. ProLogis believes that the likelihood of declines in the values of the assets that support the third-
party loans of the magnitude necessary to require an additional capital contribution is remote, especially in
light of the geographically diversified portfolios of properties owned by the property funds. Accordingly, these
potential obligations have not been recognized as a liability by ProLogis at December 31, 2003 and ProLogis
has assessed a nominal value to the guarantee undertaken through the SLCAs. The potential obligations under
the SLCAs aggregate $357.8 million at December 31, 2003 and the combined book value of the assets in the
property funds, before depreciation, that are subject to the provisions of the SLCAs was approximately
$5.2 billion at December 31, 2003. :

In August 2003, ProLogis entered into an indemnification agreement with ProLogis European Properties
Fund whereby ProLogis would indemnify ProLogis European Properties Fund for certain future capital gains
tax liabilities that could be incurred by ProLogis European Properties Fund. The indemnification agreement
applies to properties that ProLogis contributed to ProLogis European Properties Fund after March 31, 2003.
ProLogis’ contributions to ProLogis European Properties Fund are structured as contributions of the shares of
companies that own the real estate assets. Accordingly, the capital gains tax liability associated with the step
up in the value of the underlying real estate assets is deferred and transferred to ProLogis European Properties
Fund at contribution. ProLogis has agreed to indemnify ProLogis European Properties Fund if ProLogis
European Properties Fund: (i) is subject to capital gains tax as a result of a direct sale of the real estate asset,
as opposed to a transaction in which the shares of the company owning the real estate asset are transferred or
sold or (ii) must grant a discount to the buyer of shares under a share transfer transaction because the
embedded capital gain tax liability is being transferred to the buyer of the-shares. Further, if an initial public
offering of units in ProLogis European Properties Fund is undertaken, ProLogis has indemnified the unit
holders of ProLogis European Properties Fund in the event the unit holders receive a discount to the value of
their units because the capital gain tax liability is being transferred to the holders of units in the new public
entity. The agreement limits the amount that is subject to ProLogis’ indemnification to 100% of the capital
gains tax liability that is deferred and transferred by ProLogis to ProLogis European Properties Fund at the
time of the initial contribution. Pursuant to the indemnification agreements, Prologis has recognized a
deferred income tax liability of $3.6 million associated with the contributions of 14 properties to ProLogis
European Properties Fund during the period from. April 1, 2003 to December 31, 2003.
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Summarized financial information of the property funds as of and for the year ended December 31, 2003
is presented below (in millions of U.S. dollars). The information presented is for the entire entity, not
ProLogis’ proportionate share of the entity.

ProLogis  Prologis Prologis ProLogis  ProLogis

North North Neorth North North ProLogis  ProLogis
American  American  American  American  American  European Japan
ProLogis  Properties Properties Properties Properties Properties Properties  Properties
California Fund 1 Fund 11 Fund I Fund IV Fund V Fund Fund
Total assets ............ $581.3  $352.5  $227.8 $203.0 $140.6 $906.1 $3,106.2 $399.0
Third party debt ........ $286.3  $242.3 © $165.0 $150.3 $103.2 $471.0 S$1,472.6 $175.8
Amounts due to o ‘
ProLogis............. $ 02 $ 01 $ 02 $ 04 S 0@ $127 $ 46 $ 370
Total liabilities ......... $293.1  $248.3 $170.6 $153.2 S$105.1  $522.8 $1,769.7 $286.3
Equity ................ $288.2 - $1042 $ 572 $49.8 $ 355 $3833 §$1,336.5 S$112.7
Revenues .............. '$729 $442 $258 $247 $170 $86.7 $ 2811 $11.0
Net earnings(1) ........ $203 ¢ 72 8 19 $ 30 $ 23 $301 $ 183 § 64
ProlLogis” ownership at
December 31, 2003. ... 50%  41.3% 20% 20% 20% 14.0% 21.9% 20%

(1) ProLogis recognizes its proportionate share of the net earnings of the property funds, fees that it earns from
services it provides to the property funds and interest income on advances that it has made to the property
funds in its Consolidated Statements of Earnings as income (loss) from unconsolidated investees. The net
earnings of each property fund includes interest expense on amounts due to ProLogis, if any. The net earnings
of ProLogis European Properties Fund includes net foreign currency exchange losses of $45.3 million.

CDFS Companies

ProLogis or its consolidated subsidiaries generally perform its CDFS business activities, consisting
primarily of development activities (see Note 10). Since its acquisition by ProLogis in August 1998,
Kingspark S.A. has performed ProLogis’ CDFS business activities in the United Kingdom. ProLogis’
investments in Kingspark S.A. and Kingspark LLC, a holding company that held an ownership interest in
Kingspark S.A., were previously structured to allow ProLogis to continue to qualify as a REIT under the
Code. Accordingly, ProLogis originally held only non-voting ownership interests in Kingspark S.A. and
Kingspark LL.C and presented its investments in these entitics under the equity method. On July 1, 2002,
ProLogis acquired the voting ownership interests in Kingspark S.A. and Kingspark LLC and began presenting
these investments on a consolidated basis as of that date. The acquisition of the voting ownership interests in
these entities was prompted by changes to the Code that allow ProLogis to own 100% of these entities while
continuing to comply with the REIT requirements of the Code. In April 2003, Kingspark LLC’s ownership
interest in Kingspark S.A. was transferred to ProLogis and Kingspark LLC was liquidated.

Prologis, through Kingspark S.A., has active investments in three joint ventures (the “CDFS Joint
Ventures”) that perform some of ProLogis’ CDFS business activities in the United Kingdom (four joint
ventures as of December 31, 2002). ProLogis’ ownership interest in each of the CDFS Joint Ventures was
50% at both December 31, 2003 and 2002. ProLogis’ combined investments in the CDFS Joint Ventures were
$12.7 million and $45.2 million at December 31, 2003 and 2002, respectively. The CDFS Joint Ventures are
accounted for under the equity method. While ProLogis’ investment in Kingspark S.A. was presented-under
the equity method, the CDFS Joint Ventures were not separately presented in ProLogis’ Consolidated Balance
Sheets. In November 2003, ProLogis discontinued its participation and significantly reduced its investment in
one CDFS Joint Venture and recognized a net gain of $1.7 million as a result. This net gain is presented as a
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part of other real estate income in ProLogis’ Consolidated Statements of Earnings for the year ended
December 31, 2003.

Collectively, the CDFS Joint Ventures owned 57 acres of land and 150 acres of land at December 31,
2003 and 2002, respectively, with the capacity for the future development of 0.3 million and 1.5 million square
feet of distribution, respectively. Also, at December 31, 2003 and 2002, the CDFS Joint Ventures collectively
controlled (through contracts, options or letters of intent) 398 acres of land and 511 acres of land, respectively,
with the capacity for the future development of 7.6 million and 9.5 million square feet of distribution
properties, respectively. The CDFS Joint Ventures owned no operating propertics at December 31, 2003 and
owned 11 operating properties at December 31, 2002. '

ProLogis’ proportionate share of the net earnings of each of the unconsolidated investees in the CDFS
business segment were as follows for the periods indicated (in thousands of U.S. dollars):

Years Ended December 31,

2003 2002 2001
Kingspark SA.(L)(2) .......... .t FRP $ — $28,482  $53,888
Kingspark LLC(2) .......... ... .. ..... e — 1,049 1,951
CDFS Joint Ventures(3) ... .o 730 551 —
Total oo $730  $30,082  $55,839

(1) Represents ProLogis’ 95% share of the net earnings of Kingspark S.A. through June 30, 2002 under the
equity method based on its ownership of 100% of Kingspark S.A.’s non-voting preferred stock during the
period. Since its acquisition in August 1998, ProLogis has owned 100% of the non-voting preferred stock
of Kingspark S.A., representing 95% of its earnings.

The amounts recognized by ProLogis under the equity method for the first six months of 2002 and for
2001 include, among other items, net foreign currency exchange gains of $4.4 million in 2002 (through
June 30) and net foreign currency exchange losses of $4.6 million in 2001, net gains from the dispositions
of properties to ProLogis European Properties Fund of $10.5 million in 2002 (through June 30) and
$23.0 million in 2001. The gains recognized from the contribution of properties to ProLogis European
Properties Fund are net of $5.0 million in 2002 (through June 30) and $12.8 million in 2001 that did not
qualify for current income recognition due to ProLogis’ continuing ownership in ProLogis European
Properties Fund. Kingspark S.A. has been consolidated in ProLogis’ financial statements since July 1,
2002.

(2) Represents ProLogis’ proportionate share of the net earnings of Kingspark LLC under the equity method
from January 5, 2001 to June 30, 2002 based on its ownership of 95% of the membership interests (all
non-voting) of Kingspark LLC during that period. Kingspark LLC’s net earnings result from its
recognition under the equity method of 5% of the net earnings of Kingspark S.A. based on its ownership
of 100% of the voting common stock of Kingspark S.A. from January 5, 2001 to June 30, 2002. Prior to
January 5, 2001, a limited liability company owned 100% of the voting common stock of Kingspark S.A.,
representing 5% of its earnings. Third parties owned 100% of the voting membership interests of this
limited liability company and Security Capital Group Incorporated (“Security Capital”), ProLogis’
largest shareholder at the time, owned 100% of the non-voting membership interests of this limited
lability company. Security Capital no longer owns any Common Shares (see Note 7). On January 5,
2001, Kingspark LLC, a newly formed limited liability company, acquired the voting common stock of
Kingspark S.A. for $8.1 million from the limited liability company in which Security Capital had an
ownership interest. Prior to July 1, 2002, Kingspark LLC’s membership interests were owned by K. Dane
Brooksher, ProLogis’ Chairman and Chief Executive Officer (5% of the total membership interests, all
voting) and ProLogis (95% of the total membership interests, all non-voting). - Mr. Brooksher was the.
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managing member of Kingspark LLC. ProLogis’ ownership interests did not result in ProLogis having
ownership of or control of the voting common stock or the voting membership interests of these entities.
Therefore, these entities were not consolidated in ProLogis’ financial statements.

On July 1, 2002, ProLogis acquired the voting membership interests of Kingspark LLC from
Mr. Brooksher. As of July 1, 2002, ProLogis owned (directly or through its 100% ownership of Kingspark
LLC) 100% of the voting common stock and 100% of the non-voting preferred stock of Kingspark S.A.
Accordingly, ProLogis began consolidating its investments in Kingspark S.A. and Kingspark LLC in its
financial statements as of July 1, 2002. In April 2003, Kingspark LLC’s ownership interest in Kingspark
S.A. was transferred to ProLogis and Kingspark LLC was liquidated.

For the period from January 5, 2001 to June 30, 2002, ProLogis recognized 99.75% of the net earnings of
Kingspark S.A. under the equity method based on its direct and indirect (through its ownership interest
in Kingspark LLC) ownership interests.

See Note 14 for additional information on Mr. Brooksher’s membership interest in Kingspark LLC.

(3) Represents ProlLogis’ 50% share of the aggregate net earnings of the CDFS Joint Ventures, consisting
primarily of the net operating income from 11 operating properties, net interest expense and tax expense.
ProLogis discontinued its participation and significantly reduced its investment in the CDFS Joint
Venture that owned the 11 operating properties in November 2003. The remaining CDFS Joint Ventures
own no operating properties and engage primarily in development activities.

Temperature-Controlled Distribution Companies

Beginning in 1997, ProLogis invested in two companies that operated temperature-controlled distribution
and storage networks. When these investments were originally structured, ProLogis held only non-voting
ownership interests in order to continue to comply with the REIT requirements of the Code. Accordingly,
ProLogis presented its investments in these companies under the equity method. Subsequent changes to the
Code allow ProLogis to own voting interests in these entities. ProLogis’ ownership interest in one of these
companies has changed; however, no changes have occurred with respect to ProLogis’ ownership interest in
the other company.

As of December 31, 2003 and 2002, ProLogis had investments (direct or indirect) in only one company
operating a temperature-controlled distribution and storage network. This company, TCL Holding, operates
only in Europe. ProLogis’ ownership interests in TCL Holding and CSI/Frigo LLC, a holding company that
has an ownership interest in TCL Holding, do not result in ProLogis having ownership of or control of the
voting common stock or the voting membership interests of these entities. Therefore, these entities are not
consolidated in ProLogis’ financial statements. ProLogis expects that its investments in TCL Holding and
CSI/Frigo LLC will be presented on a consolidated basis as of January 1, 2004 under the provisions of
FIN 46R (see Note 2). These investments, presented under the equity method, were as follows as of the dates
indicated (in thousands of U.S. dollars):

December 31,

2003 2002
TCL Holding (1) (2) ..ot e $121,861  $182,383
CSI/Frigo LLC(3) .ot e e (8,031) (3,924)
Total ........... e $113,830  $178,459

(1) TCL Holding, through a wholly owned subsidiary, owns 100% of TCL Holding AB (formerly
Frigoscandia Holding AB), which operated 62.8 million cubic feet of temperature-controlled distribution
facilities, primarily in France, at December 31, 2003. The assets in France were classified as held for sale
at December 31, 2003. Since June 2001, TCL Holding AB has disposed of all of its operations and the
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operating assets in the Czech Republic, Denmark, Finland, Germany, Italy, The Netherlands, Norway,
Spain, Sweden and the United Kingdom. The assets disposed of aggregated 97.6 million cubic feet and
the total proceeds from these dispositions were $218.0 million.

In December 2003, TCL Holding AB disposed of substantially all of the operating assets of its wholly-
owned subsidiary in the United Kingdom. After this transaction, TCL Holding AB continued to own
three operating assets and one tract of land in the United Kingdom. ProLogis transferred its 99.75%
investment in these assets to one of its wholly-owned subsidiaries in Europe. Accordingly, these assets are
included with ProLogis’ real estate assets in its Consolidated Balance Sheet as of December 31, 2003.
The operating assets are included in Prologis’ property operations segment and the land is included in
ProLogis’ CDFS business segment (see Note 10). The net book value of these assets at December 31,
2003 was $37.0 million. Two of the three operating properties are leased to the buyers of the other United
Kingdom assets.

CSI/Frigo LLC, a limited liability company, has owned 100% of the voting common stock of
TCL Holding since January 5, 2001, representing 5% of its earnings or losses. ProLogis owns 89% of the
membership interests (all non-voting) of CSI/Frigo LLC and K. Dane Brooksher, ProLogis’ Chairman
and Chief Executive Officer, owns the remaining 11% of the membership interests (all voting) and is the
managing member of CSI/Frigo LLC. See Note 14 for more information on Mr. Brooksher’s
membership interests in CSI/Frigo LLC.

Prologis’ investments in TCL Holding and CSI/Frigo LLC at December 31, 2003 consisted of the

following components (in millions of U.S. dollars):

TCL CSI1/Frigo

Holding LLC

| Equity interest. . ..o RO $ 226 $ 04
ProLogis” share of the net losses of the entity....................... ... (150.9) (7.5)
Subtotals .................. P . (128.3) (7.1)
Other, net(1) ... i e (34.7) (1.8)
Subtotals ................ S (163.0) (8.9)
Notes and other receivables(2)(3) ... e 284.9 0.9
TOtals oo DU U $ 1219  $(8.0)

(1)

(2)

(3)

Includes costs associated with ProLogis’ investment in TCL Holding and ProLogis’ proportionate share

of the cumulative translation adjustments recognized by each entity.

For CSI/Frigo LLC, the amount inctudes $0.3 million due to ProLogis under a note agreement that
accrues interest at 8.0% per annum and is due in 2012, ‘

For TCL Holding, the amount includes other receivables (primarily interest on notes receivable) of
$78.3 million and the following amounts owed to ProLogis under loan agreements:

» 628.4 million Swedish krona (the currency equivalent of approximately $85.3 million at December 31,
2003) unsecured note from TCL Holding AB; interest at 5.0% per annum; due on demand;

+ $105.4 million unsecured note from TCL Holding, interest at 5. 0% per annum; $80.0 million due
July 15, 2008 with the remainder due on demand; and

» 12.9 million euro (the currency equivalent of approximately $15.9 million at December 31, 2003)
unsecured note from TCL S.a.rl, a wholly owned subsidiary of TCL Holding; interest at 5.0% per
annum; due on demand.
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Summarized financial information of TCL Holding as of and for the year ended December 31, 2003 is

presented below (in millions of U.S. dollars). The information presented is for the entire entity, not ProLogis’
proportionate share of the entity.

TOtal ASSEES .« o v oottt e $ 176.1
Third party debt ... ... $ 01
Amounts due 10 ProLogis ... ...t $ 2849
Total Habilities. . . ..o e ettt ettt $ 349.2
BQUiLY . o $(173.1)
REVEIUES L ot $ 1984
et 1088 (1) oottt $ (21.4)
ProLogis’ ownership at December 31, 2003(2) .. ... .ot 95%

(1) ProLogis recognizes its proportionate share of the net earnings or losses of TCL Holding and interest
income on advances to TCL Holding and its subsidiaries in its Consolidated Statements of Earnings as
income (loss) from unconsolidated investees. The net loss of TCL Holding includes interest expense on
amounts due to ProLogis of $14.6 million, an impairment charge of $38.3 million and net foreign
currency exchange gains of $8.4 million.

(2) ProLogis’ direct ownership of 100% of the non-voting preferred stock of TCL Holding represents a 95%
interest in TCL Holdings’ earnings or losses. For the year ended December 31, 2003, ProLogis recognized
99.75% of the net loss of TCL Holding under the equity method based on its direct and indirect (through
its ownership interest in CSI/Frigo LLC) ownership interests.

ProLogis also invested in ProLogis Logistics, which owned CSI, a company that previously operated a
temperature-controlled distribution network in the United States. In October 2002, all of the operations and a
significant portion of the assets of CSI were sold; however, CSI retained four properties and four tracts of land.
As of December 31, 2003, one of the properties and one of the tracts of land that were retained had been sold
to third parties, two of the properties retained were leased to one of the buyers in the October 2002 transaction
and the remaining property that was retained was leased to an operator. Subsequent to the October 2002
transaction, ProLogis acquired 100% of the voting common stock of ProLogis Logistics from CSI/Frigo LLC
resulting in ProLogis owning 100% of the voting common stock and 100% of the non-voting preferred stock of
ProLogis Logistics. Accordingly, ProLogis began consolidating its investment in ProLogis Logistics as of that
date. The assets that were retained by CSI are included with ProLogis’ real estate assets in its Consolidated
Balance Sheets at December 31, 2003 and 2002. CSI’s operating properties are reflected in ProLogis’ property
operations segment and CSI’s land parcels are reflected in ProLogis® CDFS business segment. See Note 10,

ProLogis recognized its proportionate share of the net earnings or losses of its unconsolidated investees
that operate temperature-controlled distribution networks including interest income, if any, as follows for the
periods indicated (in thousands of U.S. dollars):

Years Ended December 31,

2003 2002 2001
CSI/Frigo LLC(1) ..o i $ (1,694) $(1,824) $ (5,975)
TCL Holding(2) . ... e (9,050) 4,765 {(49,088)
ProLogis Logistics(3) .. .....ooviiiiie i (2,269) 4,131 (56,405)
Total ... $(13,013) $ 7,072  $(111,468)

(1) The losses of CSI1/Frigo LLC result from the recognition under the equity method of: (i) its 5% share of
the net earnings or losses of ProLogis Logistics under the equity method based on its ownership of 100%
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of ProLogis Logistics’ voting common stock during the periods prior to October 23, 2002 and (ii) its
5% share of the net earnings or losses of TCL Holding under the equity method based on its ownership of

-100% of TCL Holdings’ voting common stock for all periods presented. ProLogis acquired the voting

common stock of ProLogis Logistics from CSI/Frigo LLC on October 23, 2002.

ProLogis directly owns 100% of the non-voting preferred stock of TCL Holding, representing a 95%
interest in the net earnings or losses of TCL Holding, a Luxembourg company that owns, through wholly
owned subsidiaries, TCL Holding AB. During the years 2001 to 2003, TCL Holding and TCL Holding
AB recognized net losses from the dispositions of TCL Holding AB’s operations and operating assets in
ten countries. ProLogis’ proportionate share of the aggregate net loss was $3.9 million (a $5.2 million net
gain in 2003, a $4.7 million net loss in 2002 and a $4.4 million net loss in 2001). Also related to these
dispositions, TCL Holding and TCL Holding AB recognized impairment charges associated with
TCL Holdings’ investment in TCL Holding AB and the carrying value of TCL Holding AB’s property,
plant and equipment. Through its investment in TCL Holding, ProLogis’ proportionate share of the
impairment charges recorded by TCL Holding and TCL Holding AB was $38.3 million in 2003,
$5.7 million in 2002 and $35.1 million in 2001. In 2001, ProLogis’ proportionate share of the impairment
charges recognized by TCL Holding and TCL Holding AB includes $5.1 million related to technology
investments of these companies.

The amounts recognized under the equity method as a result of ProLogis’ ownership of 100% of the non-
voting preferred stock of ProLogis Logistics (representing a 99.23% interest in the earnings or losses of
ProLogis Logistics) include impairment charges and the net gain on the ultimate disposition of a
significant portion of the operating assets of CSI. Prior to October 23, 2002, ProLogis Logistics and CSI
recognized impairment charges related to ProLogis Logistics’ investment in CS1 and the carrying value of
CSI’s property, plant and equipment. Through its investment in ProLogis Logistics, ProLogis’ proportion-
ate share of the impairment charges recorded by ProLogis Logistics and CSI was $37.2 million in 2002
and $53.3 million in 2001. On October 23, 2002, the date a significant portion of the operating assets of
CSI were sold, CSI recognized a net gain of $6.3 million, including a gain of $10.0 million from the sale
of certain management contracts. Of the total purchase price of $221.9 million, $7.5 million is to be
received over a three-year period subject to future performance criteria of certain of the CSI assets that
were sold. ProLogis and CSI expect that the full amount of the purchase price will be received and this
future payment has been considered in the calculation of the total net loss from the 2002 transaction
ProLogis’ proportionate share of the total net loss was $86.5 million, consisting of cumulative impairment
charges of $90.5 million recognized in 2002 and 2001 offset by a net gain of $4.0 million ($6.3 million net
gain recognized upon closing the transaction in October 2002 and an additional loss of $2.3 million
recognized in 2003 upon settlement of the prorations of CSI’s accounts as of the sale date). In 2001,
ProLogis’ proportionate share of the impairment charges of ProLogis Logistics and CSI included
$0.7 million related to technology investments of these companies.

Prior to January §, 2001, the common stock of ProLogis Logistics was owned by unrelated third parties
and the common stock of TCL Holding was owned by a limited liability company in which unrelated
parties owned 100% of the voting membership interests and Security Capital, ProLogis’ largest
sharcholder at the time, owned 100% of the non-voting membership interests. Security Capital no longer
owns any Common Shares (see Note 7). On January 5, 2001, CSI/Frigo LLC acquired the common
stock of both ProLogis Logistics and TCL Holding for an aggregate purchase price of $3.3 million.

On October 23, 2002, ProLogis acquired the voting common stock of ProLogis Logistics from CSI/Frigo
LLC for $2.6 million. Subsequent changes to the Code allow ProLogis to own the voting ownership
interest in ProLogis Logistics while continuing to comply with the REIT requirements of the Code.
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Other Investees

ProLogis has invested in certain other companies that do not own or operate real estate with the primary
objective of providing its customers with access to logistics expertise and technology. With respect to certain
of these investments, ProLogis’ ownership interest was structured to allow ProLogis to continue to meet the
REIT requirements of the Code. ProLogis” investment in these companies were as follows as of the dates
indicated (in thousands of U.S. dollars):

December 31,

| 2003 2002

Insight(1) ... $2,477  $2,482
ProLogis Equipment Services(2) ... 9 1,828
TOtAL e AT $2486  $4310

(1) Represents ProLogis’ investment, through a wholly owned subsidiary, in the common stock of Insight,
Inc. (“Insight”), a privately owned logistics optimization consulting company, as adjusted for ProLogis’
proportionate share of Insight’s net earnings. ProLogis had a 33.3% ownership interest in Insight at
December 31, 2003 and 2002. :

{2) Represents ProLogis’ investment through a wholly owned subsidiary, in the membership interests of
ProLogis Equipment Services LLC, a limited liability company whose other member is a subsidiary of
Dana Commercial Credit Corporation, as adjusted for ProLogis’ proportionate share of ProLogis
Equipment Services’ net earnings. ProLogis Equipment Services began operations on April 26, 2000 for
the purpose of acquiring, leasing and selling material handling equipment and providing asset manage-
ment services for such equipment. ProLogis has had a 50% ownership interest in ProLogis Equipment
Services since its inception. In September 2002, ProLogis Equipment Services sold substantially all of its
assets to an affiliate of General Electric Capital Corporation {“GE Capital”), ProLogis’ largest
shareholder from May 2002, when it acquired Security Capital, to July 2003 when it divested all of its
Common Shares. See Note 7.

ProLogis owns 100% of the non-voting preferred stock of GoProLogis Incorporated (“GoProLogis™) and
ProLogis Broadband (1) Incorporated (“ProLogis PhatPipe”). ProLogis’ investments in GoProLogis and
ProLogis PhatPipe represented a 98% interest in the earnings or losses of each entity. GoProLogis owns non-
cumulative preferred stock in Vizional Technologies, Inc. (“Vizional”) and ProLogis PhatPipe owns non-
cumulative preferred stock in PhatPipe, Inc. (‘“PhatPipe”). Certain amounts of the non-cumulative preferred
stock were received by GoProLogis and ProLogis PhatPipe under license agreements with Vizional and
PhatPipe, respectively, for the non-exclusive use of the ProLogis Operating System®, ProLogis’ proprietary
property management and customer service delivery system, over specific periods. Both Vizional and PhatPipe
were technology companies and since the initial investments were made in these companies in 2000, both
GoProLogis and ProLogis PhatPipe have recognized impairment charges and written their investments in the
respective companies down to zero. PhatPipe ceased operations in 2001 and Vizional ceased operations in
2002. The voting common stock of both GoProLogis and ProLogis PhatPipe, representing a 2% interest in the
earnings or losses in each company, were owned by K. Dane Brooksher, ProLogis’ Chairman and Chief
Executive Officer. See Note 14 for additional information on Mr. Brooksher’s ownership interests in
GoProLogis and ProLogis PhatPipe.
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ProLogis’ proportionate shares of the net earnings or losses of its other unconsolidated investees were as
follows for the periods indicated (in thousands of U.S. dollars):

Years Ended December 31,

2003 2002 2001
InSIght . oo $(5) § 4 % 9
Prologis Equipment Services ............ .. i, 57 574 (209)

GoProLogis(1) ... ..ot
ProLogis PhatPipe(2) ... ... o

(2,073)  (26,506)
— (6,789)

$52 $(1,495) $(33.495)

(1) Represents ProLogis’ proportionate share of the losses of GoProLogis. Amounts include the write-downs
of its preferred stock investment in Vizional of $2.1 million in 2002 and $29.5 million in 2001 and license
fees earned for the non-exclusive use of the ProLogis Operating System under a licensing agreement.
GoProLogis ceased recognizing income under the licensing agreement with Vizional in the second
quarter of 2001. ‘

(2) Represents ProLogis’ proportionate share of the earnings or losses of PhatPipe. Amounts include the
write-down of Prol.ogis PhatPipe’s preferred stock investment in PhatPipe of $7.5 million in 2001 and
license fees earned for the non-exclusive use of the ProLogis Operating System under a licensing
agreement. ProLogis PhatPipe ceased recognizing income under the licensing agreement with PhatPipe
in the first quarter of 2001.

S. Borrowings:

Lines of Credit

The following credit agreements provide ProLogis with revolving lines of credit:

$400.0 million revolving line of credit; borrowings generally bear interest at the applicable London
Interbank Offered Rate (“LIBOR”) for U.S. dollar denominated borrowings plus 0.65% per annum;
facility fee of 0.15% per annum; maturity date of November 8, 2005 that may be extended for one year
at ProLogis’ option; Bank of America N.A. acts as administrative agent for a syndicate of 15 banks; no
borrowings were outstanding at December 31, 2003.

$100.0 million multi-currency (U.S. dollar, euro, pound sterling and yen) revolving line of credit;
borrowings generally bear interest at LIBOR for the relevant currency borrowed plus 0.675% per
annum; facility fee of 0.125% per annum; maturity date of November 5, 2004 that may be extended for
one year at ProLogis’ option; Bank of America N.A. acts as administrative agent for a syndicate of five
banks; 76.8 million euro (the currency equivalent of approximately $94.8 million at December 31,
2003) was outstanding at December 31, 2003 at an average annual interest rate of 2.83%.

$60.0 million multi-currency (U.S. dollar, euro, pound sterling and yen) discretionary line of credit;
borrowings, by agreement, bear interest at a rate determined at the time the advance is made; maturity
date of November 8, 2004; Bank of America N.A. is the lending bank; no borrowings were outstanding
at December 31, 2003; total available borrowing capacity at December 31, 2003 was reduced by $10.4
million, representing ProLogis’ outstanding letters of credit with Bank of America N.A. at Decem-
ber 31, 2003. ’

450.0 million euro (the currency equivalent of approximately $555.2 million at December 31, 2003)
multicurrency revolving line of credit (U. S. dollar, euro, pound sterling and yen); borrowings generally
bear interest at the Euro Interbank Offered Rate of the Banking Federation of the European Union
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(“EURIBOR”) for euro denominated borrowings and LIBOR for the relevant currency borrowed
(U.S. dollar, pound sterling and yen) plus 0.80% per annum; unused commitment fee of 0.32% per
annum,; maturity date of August 8, 2006; ABN AMRO Bank N.V. acts as agent for a syndicate of 23
banks; 273.6 million euro and 10.0 million pound sterling (the currency equivalent of approximately
$355.0 million) were outstanding at December 31, 2003 at an average annual interest rate of 2.97%.

+ 25.0 million pound sterling (the currency equivalent of approximately $43.7 million at December 31,
2003) revolving line of credit; borrowings bear interest at the Royal Bank of Scotland plc’s base rate
plus 1.0% per annum, generally ranging from 4.75% to 5.0% per annum; maturity date of July 31, 2004;
Royal Bank of Scotland plc is the lending bank; no borrowings were outstanding at December 31, 2003;
total available borrowing capacity at December 31, 2003 was reduced by 5.0 million pound sterling
(the currency equivalent of approximately $8.8 million at December 31, 2003), representing ProLogis’
outstanding letters of credit with the Royal Bank of Scotland plc at December 31, 2003.

+ 40.0 billion yen (the currency equivalent of approximately $374.1 million at December 31, 2003)
revolving line of credit; borrowings bear interest at the Tokyo Interbank Offered Rate (“TIBOR”) plus
0.90% per annum; unused commitment fee of 0.25% per annum; maturity date of August 5, 2006 that
may be extended for one year at ProLogis’ option; Sumitomo Mitsui Banking Corporation acts as agent
for a syndicate of 13 banks; 26.7 billion yen (the currency equivalent of approximately $249.7 million
at December 31, 2003) was outstanding at December 31, 2003 at an average annual interest rate of
0.97%. ‘

At December 31, 2003, ProLogis was in compliance with all covenants contained in each of its credit

agreements.

Prologis’ lines of credit borrowings are summarized below for the periods indicated (in thousands of U.S.

dollars as applicable).

(1)

(2)

(3)

Years Ended December 31,

2003 2002(1) 2001(2)

Weighted average daily interest rate . ................ ‘ 2.21% 3.08% 4.95%
Borrowings outstanding at December 31. ............. $ 699,468 $§ 545906 § 375875
Weighted average daily borrowings .................. $ 619,979 § 489,481 $ 314,582
Maximum borrowings outstanding at any month end ... $ 756,216 § 567,998 $ 429,402
Total available borrowing capacity on all lines of credit

at December 31(3)(4) . oovi i $1,533,020 $1,147,684  $1,034,151
Total borrowing capacity on all lines of credit at '

December 31(3)(4) ... i $1,513,832  $1,128,577 $ 996,343
In 2002, PrcLogis replaced a $500.0 million revolving line of credit with the two separate facilities

currently in place (the $400.0 million facility and the $100.0 million multi-currency facility).

For the year ended December 31, 2001, ProLogis’ revolving line of credit with Royal Bank of Scotland
plc is not included. Kingspark S.A. is the borrower under this facility and ProLogis’ investment in
Kingspark S.A. was presented under the equity method in 2001. See Note 4 for information on
Kingspark S.A.

The total borrowing capacity available to ProLogis on the discretionary line of credit has been reduced by
an amount representing ProLogis’ outstanding letters of credit with Bank of America N.A. as of
December 31st of each year ($10.4 million at December 31, 2003, $9.2 million at December 31, 2002 and
$6.3 million at December 31, 2001). Of the total borrowing capacity, the amount available to ProLogis on
the Royal Bank of Scotland plc’s ‘revolving line of credit has been reduced by $8.8 million and
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$9.9 million, representing the U.S. dollar equivalent of ProLogis’ outstanding letters of credit with the
Royal Bank of Scotland plc at December 31, 2003 and 2002, respectively.

The total borrowing capacity available to ProlLogis under the revolving line of credit with Bank of
America N.A. that was in place at December 31,.2001, has been reduced by $31.5 million, representing
the amount that ProLogis Logistics had borrowed directly on this facility as of that date. ProLogis
guaranteed ProLogis Logistics’ borrowings. See Note 4 for information on ProLogis Logistics.

Senior Unsecured Notes

ProLogis has issued senior unsecured notes that bear interest at fixed rates to be paid on a semi-annual

basis (the “Notes”). The Notes outstanding at December 31, 2003 are summarized as follows (in thousands
of U.S. dollars as applicable):

(1)
(2)
(3)

(4)
(5)
(6)
(N

(3)

Principal
Coupon Maturity Principal Payment
Date of Issuance Par Value Rate Date Balance(1) Requirement
April 26,1999 . ............... $ 250,000 6.700% 04/15/04 $ 249970 (2)
July 20, 1998 . ....... ... ... 250,000 7.050% 07/15/06 249,823 (2)
November 20, 1997 ........... 135000 7.250% 11/20/07 134,440 (2)
April 26,1999 .. ... ... .. 250,000  7.100% 04/15/08 249,965 (2)
May 17,1996 ................ 100,000  7.950%  05/15/08 99,940 (3)
March 2, 1995. . ... ... ... ... 112,500 8.720% - 03/01/09 112,500 (4)
May 16,1995 ................ 56,250 7.875%  05/15/09 56,150 (5)
November 20, 1997 ........... 25000 7.300% 11/20/09 24,843 (2)
February 24, 2003........... 300,000 5.500% 03/01/13 299,453 (2)
February 4, 1997.............. 100,000  7.810% 02/01/15 100,000 (6)
March 2, 1995........ ... ... 50,000 9.340% 03/01/15 50,000 (7
May 17,1996 ................ 50,000 8.650% 05/15/16 49,393 (8)
Jlﬂy 1L, 1997 ........... [ 100,000 7.625% 07/01/17 99,812 (2)

$1,778,750 C$1,776,789

Amounts are net of applicable unamortized original issue discount.
Principal due at maturity.

Beginning on May 15, 2005, and through May 15, 2008, requires annual principal payments of
$25.0 million.

In 2003, ProLogis began making annual principal payments of $18.75 million. Payments are due on
March st of each year through 2009.

In 2003, Prologis began making annual principal payments of $9.375 million. Payments are due on
May 15th of each year through 2009.

Beginning on February 1, 2010, and through February 1, 20185, requires annual principal payments
ranging from $10.0 million to $20.0 million.

Beginning on March 1, 2010, and through March 1, 20135, requires annual principal payments ranging
from $5.0 million to $12.5 million.

Beginning on May 15, 2010, and through May 15, 2016, requires annual principal payments ranging from
$5.0 million to $12.5 million.
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The Notes are effectively subordinated in certain respects to: (i) any debt of ProLogis secured by a lien
on its real property, to the extent of the value of such real property; (ii) debt of certain subsidiaries of ProLogis
(that by law are not permitted to guarantee debt of ProLogis) that borrow under ProLogis’ 40.0 billion yen
revolving line of credit agented by Sumitomo Mitsui Banking Corporation; (iii) borrowings under ProLogis’
25.0 million pound sterling revolving line of credit provided by the Royal Bank of Scotland ple; and (iv) debt
of certain other non-U.S. subsidiaries of ProLogis that have not guaranteed the Notes due to restrictions under
applicable law or due to tax considerations (except to the extent that intercompany obligations of any such
non-U.S. subsidiary have been pledged to secure the Notes and certain other debt of ProLogis).

The Notes are redeemable at any time at ProLogis’ option. Such redemption and other terms are
governed by the provisions of an indenture agreement or, with respect to the $160.0 million of Notes issued on
November 20, 1997, note purchase agreements. Under the terms of the indenture agreement and the note
purchase agreements, ProLogis must meet certain financial covenants. ProLogis was in compliance with all
such covenants as of December 31, 2003.

Secured Debt and Assessment Bonds

Secured debt and assessment bonds outstanding at December 31, 2003 consisted of the following (in
thousands of U.S. dollars as applicable):

Balloon
Periodic Payment
Interest Maturity  Payment  Principal Due at
Rate(1) Date Date Balance Maturity
Secured debt:
Mortgage notes(2):
Raines Distribution Center ............. 9.50% 03/15/04 (3) $ 139 § —
Collateral Mortgage Capital LLC ....... 875 08/01/04  (4) 5,995 5,819
West One Business Center #3 .......... 9.00 09/01/04 (4) 3,945 3,847
Prudential Insurance(S) ............... 6.85  04/01/05 (6) 49,621 47,882
Consulate Distribution Center #200(5) .. 697  02/02/06 (4) 3,386 3,152
Plano Distribution Center #2(5) ........ 7.02  04/15/06 4) 3,435 3,015
Interchange Distribution Ctr. #8 & #9... 814  06/15/06  (4) 6,931 6,651
Connecticut General Life Insurance .. ... 7.08  03/01/07 (4) 141,659 134,431
Vista Del Sol Industrial Center #1 & 2 .. 9.68 08/05/07 (3) 1,964 —
State Farm Insurance(5) .............. 710  11/01/08  (4) 14,787 13,065
Placid Street Distribution Center #1(5) .. 7.18  12/01/09  (4) 6,959 6,529
GMAC Commercial Mortgage.......... 8.30 07/01/10  (3) 1,545 —
GMAC Commercial Mortgage.......... 775 10/01/10  (3) 5,552 —
Executive Park Distribution Center #3 ... 8.19  03/01/11 (3) 776 —
Cameron Business Center #1(5) ........ 7.23  07/01/11 (4) 5,612 4,526
Allstate Life Insurance ................ 556  03/01/13 (7) 31,000 31,000
Charter American .................... 8.10  04/01/17 (3) 2,832 —
Platte Valley Industrial Center #4....... 10.10 11/15/21 (3) 1,909 —
Morgan Guaranty Trust................ 7.58 04/01/24 (8) 200,000 127,187
‘ 488,047
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Balloon
Periodic Payment
Interest Maturity Payment  Principal Due at
Rate(1) Date Date Balance Maturity
Securitized debt(9): ’
Tranche A .......... ... ... ... ...... 7.74% 02/18/04 (4) 11,378 11,312
Tranche B ........... ... .. .. ... ..... 9.94 02/18/04 (4) 7,234 7,215
18,612
Total secured debt .................. $506,659
Assessment bonds(10):
City of Fremont ...................... 7.00% 03/01/11 (3) $ 6,768 —
Various(11) ............ F (11) (11) (3) 985 —
Total assessment bonds .............. $ 7,753
Total secured debt and assessment
bonds ............ ... .. . ... ..., $514,412

The weighted average annual interest rates for the mortgage notes and securitized debt were 7.26% and
8.60%, respectively, at December 31, 2003. The weighted average annual interest rate for the assessment
bonds was 7.11% at December 31, 2003. The combined weighted average annual interest rate for all of

_these borrowings at December 31, 2003 was 7.31%.
(2)

The mortgage notes are secured by various real estate assets with an aggregate undepreciated cost of
$939.0 million at December 31, 2003. The property name is used to denote the real estate assets that
secure the mortgage note, except for mortgage notes that are secured by a pool of properties, in which
case the lender is noted.

Fully amortizing.
Monthly amortization with a balloon payment due at maturity.

Mortgage note was assumed by ProLogis in connection with a merger transaction in 1999. Under
purchase accounting, the mortgage note was recorded at its fair value and a premium or discount was
recognized, as applicable.

Principal balance includes premium. Terms are interest only with the stated principal amount of
$47.9 million due at maturity.

Interest only with the stated principal amount due at maturity.

Monthly interest payments are due through May 2003, monthly principal and interest payments are due
during the period from June 2005 to April 2024 with a balloon payment due at'maturity.

The securmzed debt is secured by various real estate assets with an aggregate undeprec1ated cost of
$61.0 million at December 31, 2003.

The assessment bonds are issued by municipalities as a means of financing infrastructure and are
secured by assessments (similar to property taxes) on various underlying real estate assets with an
aggregate undepreciated cost of $243.2 million at December 31, 2003.

Includes 14 issues of assessment bonds with five municipalities. Interest rates range from 5.50% per
annum to 8.75% per annum. Maturity dates range from August 2004 to March 2021.
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Long-Term Debt Maturities

The approximate principal payments due on senior unsecured notes, secured debt (mortgage notes and
securitized debt) and assessment bonds during each of the years in the five-year period ending December 31,
2008 and thereafter are as follows (in thousands of U.S. dollars):

2004 . o e $ 313,310
20005 o 108,890
2006 .\ 320,386
2007 o o 331,763
200 . e 308,832
2009 and thereafter ... ... i 909,981
Total principal due. ... .. ... 2,293,162
Less: Original issue diSCOUNt. . .. ..o\ tut ottt (1,961)
Total carrying value ... ... ..o e L $2,291,201

Interest Expense

Interest expense for the periods indicated includes the following components (in thousands of U.S.
dollars): ‘
Years Ended December 31,

2003 2002 2001
Gross interest expense(1)(2) ... ... i i $185,638  $178,210  $182,346
Premium/discount recognized, net ....................... 371 315 326
Amortization of deferred loan costs ...................... 5,891 4,967 5,233
191,900 183,492 187,905
Less: capitalized amounts ................ ... . i, 36,425 30,534 24,276
Net interest eXpense . ..........oovviiirieiniino... $155475 $152,958 $163,629

(1) Includes the stated interest on the debt instrument plus applicable fees.

(2) The amount of interest paid in cash for the years ended December 31, 2003, 2002 and 2001 was
$184.3 million, $178.1 million and $183.3 million, respectively.

6. Minority Interest:

The minority interest liability at December 31, 2003 represents various limited partners’ interests in the
Partnerships controlled by ProLogis. Generally, pursuant to partnership agreements, ProLogis or a wholly
owned subsidiary of ProLogis is the sole controlling general partner of each of the Partnerships with all
management powers over the business and affairs of the Partnership. The limited partners of each Partnership
generally do not have the authority to transact business for, or participate in the management decisions of, the
Partnerships. The general partner in each of the Partnerships may not, without the written consent of all of the
limited partners: (i) take any action that would prevent the Partnership from conducting its business;
(ii) possess the property of the Partnership; (iii) admit an additional partner; or (iv) subject a limited partner
to the liability of a general partner. In each Partnership, ProLogis or a wholly owned subsidiary, may not
voluntarily withdraw from the Partnership or transfer or assign its interests in the Partnership without the
consent of all of the limited partners. The limited partners may freely transfer their Partnership units to their
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affiliates, provided that the transfer does not cause a termination of the Partnership and does not cause
ProLogis to cease to comply with the REIT requirements of the Code. The limited partners in each of the
Partnerships are entitled to redeem their partnership units for Common Shares. Additionally, the limited
partners are entitled to receive preferential cumulative quarterly distributions per outstanding unit equal to the
quarterly distributions paid on Common Shares.

The Partnerships are as follows at December 31, 2003 (in millions of U.S. dollars as applicable):
' - Limited

Formation Real Estate ProLogis’ Partnership Units
Date Assets Ownership Qutstanding

ProLogis Limited Partnership-1 ....... . 1993 $217.9(1) 68.65% 4,520,532(2)(3)

ProLogis Limited Partnership-1I........ .. 1994 - 572 99.99% 5(2)
ProLogi§ Limited Partnership-III.... fat e o s 1994 363 9525% 78,678(2) (4)
_ ProLogis Limited Partnership-IV(5) ...... . ‘1994 949 . 98.87% - 54,506(2) (4)

Meridian Realty Partners Limited C s o . .
Partnership............ ... ... e (6) 11.1 87.00% 29,712(7)
- $417.4

(15

(2)
(3)

(4)

" 4,683,433

These properties cannot be sold, prior to the occurrence of certain events, without the consent of the

limited partners, other than in tax-deferred exchanges. The Partnership Agreement provides that a

minimum level of debt must be maintained within the Partnership, which can include intercompany debt
to ProLogis. ' ‘ '

Each limited partnership unit is convertible into one Common Share. -

Entities in which Irving F. Lyons, III, ProLogis’ Vice Chairman and Chief Investment Officer, has
ownership interests-owned 2,459,183 of the outstanding limited partnership units in ProLogis Limited
Partnership-I at December 31, 2003 or 17.1% of ProLogis Limited Partnership-I’s total units outstanding
at December 31, 2003. Mr. Lyons’ effective ownership in ProLogis Limited Partnership-1 was 1.8% at
December 31, 2003. See Note 14. '

Jeffrey H. Schwartz, ProLogis’ President of International Operatioﬁs and President and Chief Operating
Officer — Asia, owned all of the outstanding limited partnership units in ProLogis Limited Partner-
ship-II1 at December 31, 2003 or 4.75% of ProLogis Limited Partnership-III's total units outstanding at

" December 31, 2003 and 49,587 of the outstanding limited partnership units in ProLogis Limited

()

(6)
(7

Partnership-IV at December 31, 2003 or 1.0% of ProLogis Limited Parthership-IV’s total units
outstanding at December 31, 2003. See Note 14.

ProLogis Limited Partnership-IV was formed through a cash contribution from a wholly owned
subsidiary of ProLogis, ProLogis IV, Inc. and through the contribution of properties from the limited
partner. ProLogis Limited Partnership-IV 'and ProLogis 1V, Inc. are legal entities that are separate and
distinct from ProLogis, its affiliates and each other; and each has separate assets, liabilities, business
functions and operations. At December 31, 2003, the sole asset of ProLogis IV, Inc. was its interest in
ProLogis Limited Partnership-IV. At December 31, 2003, ProLogis IV, Inc. had outstanding borrowings
from ProLogis of $0.9 million.

This partnership was formed by another REIT that was merged with and into ProLogis in 1999.
Each limited partnership unit is convertible into 1.1 Common Shares, plus $2.00.
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7. Shareholders’ Equity:
Shares Authorized

At December 31, 2003, 275,000,000 shares were authorized. The Board may increase the number of
authorized shares and may classify or reclassify any unissued shares of ProLogis stock from time to time by
setting or changing the preferences, conversion or other rights, voting powers, restrictions, limitations as to
distributions, qualifications and terms or conditions of redemption of such shares.

Common Shares

ProLogis had 180,182,615 and 178,145,614 Common Shares outstanding at December 31, 2003 and
2002, respectively. Common Shares have a par value of $0.01 per share.

ProLogis’ holders of Common Shares may acquire additional Common Sharés by automatically
reinvesting Common Share distributions under the 1999 Dividend Reinvestment and Share Purchase Plan,
which was amended in November 2002 (the “1999 Common Share Plan”). Holders of Common Shares who
do not participate in the 1999 Common Share Plan continue to receive Common Share distributions as
declared and paid. The amount of Common Share distributions that can be reinvested is limited to those
distributions earned on no more than 300,000 Common Shares per quarter. The 1999 Common Share Plan
also allows holders of Common Shares that are registered on the share transfer books of ProLogis in the
shareholder’s name, as well as persons who are not holders of Common Shares, to purchase a limited number
of additional Common Shares by making optional cash payments, without payment of any brokerage
commission or service charge. Common Shares that are acquired under the 1999 Common Share Plan, either
through reinvestment of distributions or through optional cash payments, are acquired at a price ranging from
98% to 100% of the market price of such Common Shares, as determined by ProLogis. ProLogis generated net
proceeds of $26.3 million from the issuance of 991,000 Common Shares in 2003, $125.7 million from the
issuance of 5,295,000 Common Shares in 2002 and $67.1 million from the issuance of 3,261,000 Common
Shares in 2001 under the 1999 Common Share Plan, :

Limited partnership units in the Partnerships were redeemed into 104,000 Common Shares in 2003,
272,000 Common Shares in 2002 and 25,000 Common Shares in 2001.

ProLogis may repurchase up to $215.0 million of Common Shares under a Common Share repurchase
program approved by the Board. The Common Shares that have been repurchased to date were purchased
through open market and privately negotiated transactions, depending on market prices and other conditions.
Common Share repurchases since the program began in January 2001 are as follows (amounts in thousands of
U.S. dollars as applicable): ‘ '

Number of Total

Shares Cost(1)
200L L. e P D, B 778,400 $ 16,000
200202 e e 4,404,800 = 105,202
2003 L 387,900 9,719
Totals ....................... e e 5,571,100  $130,921

(1) Includes fees and commissions paid.

(2) Includes 393,600 Common Shares that were repurchased from employees to retire $9.7 million of
outstanding loans related to employee share purchases that were originally issued in 1997. See Note 12.

ProLogis’ employees participate in a long-term incentive plan (the “Incentive Plan”) and members of
the board who are not employees participate in the Share Option Plan for Outside Trustees (the “Outside
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Trustees Plan”). Compensation under the Incentive Plan and the Outside Trustees Plan is generally in the
form of Common Shares. There are an aggregate of 22,600,000 Common Shares (190,000 of which are
allocated to the ProLogis 401(k) Plan and Trust) that have been made available for award under the
Incentive Plan, of which 6,002,000 Common Shares were available for future awards at December 31, 2003.
Of the total available for future awards, 4,836,000 Common Shares can only be awarded in the form of share
options and 1,165,000 Common Shares can only be awarded in other forms as allowed under the Incentive
Plan, excluding share options. There are an aggregate of 500,000 Common Shares that have been made
available for award under the Outside Trustees Plan of which 310,000 Common Shares were available for
future awards at December 31, 2003. Under the Incentive Plan and the Outside Trustees Plan, ProLogis
generated net proceeds from the exercise of share options and.other awards of $21.2 million from the issuance
of 1,296,000 Common Shares in 2003, $18.5 million from the issuance of 1,074,000 Common Shares in 2002
and $3.8 million from the issuance of 241;000 Common Shares in 2001. Also in 2003, certain employees who
earned awards under the Incentive Plan received cash payments in lieu of Common Shares of $4.1 million.
See Note 12. ‘

In May 2001, ProLogis’ shareholders approved the establishment of the ProLogis Trust Employee Share
Purchase Plan (the “Employee Share Plan”). Under the terms of the Employee Share Plan, employees of
ProLogis and its participating entities may purchase Common Shares, through payroll deductions only, at a
discounted price of §5% of the market price of the Common Shares. The aggregate fair value of Common
Shares that an individual employee can acquire in a calendar year under the Employee Share Plan is $25,000.
Subject to certain provisions, the aggregate number of Common Shares that may be issued under the
Employee Share Plan may not exceed 5,000,000. ProLogis began issuing Common Shares under the
Employee - Share Plan in January 2002. In- 2003 and 2002, 34,000 and 22,000 Common Shares were
purchased respectlvely, generatmg net proceeds to Prol.ogis of $0 7 million and $0.4 millicn, respectwc]y

Preferred Shares

At December 31, 2003, ProLogis had four seriés of Preferred Shares outstanding (“Seriés C Preferred
Shares”, “Series D Preferred Shares”, “Series F Preferred Shares” and “Series G Preferred Shares™).
Holders of each series of Preferred Shares.outstanding have, subject to certain conditions, limited voting rights
and all holders are entitled to receive cumulative preferential dividends based upon each series’ respective
liquidation preference. Such dividends are payable quarterly in arrears on the last day of March, June,

- September and December. Dividends on Preferred Shares are payable when, and if, they have been declared
by the Board, out of funds legally available for the payment of dividends. After the respective redemption
dates, each series of Preferred Shares can be redeemed at ProLogis’ option. The cash redemption price (other
than the portion cormstmg of accrued and unpaid dividends) with respect to Series C Preferred Shares and
Series D Preferred Shares is payable solely out of the cumulative sales proceeds of other capital shares of
Prologis, which may include shares of other series of Preferred Shares. With respect to the payment of
dividends, each series of Preferred Shares ranks on parity with ProLogis” other series of preferred shares.
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ProLogis’ Preferred Shares outstanding at December 31, 2003 are summarized as follows (amounts in
U.S. dollars as applicable):

Dividend
Stated Equivalent Based Optional
Number of Shares Liquidation Dividend on Liquidation Redemption
Qutstanding Preference’ Rate Preference Date
Series C Preferred Shares .. . .. 2,000,000 $50.00  8.54% $4.27 per share 11/13/26
Series D Preferred Shares(1) .. 5,000,000 $25.00  7.92% $1.98 per share 04/13/03
Series F Preferred Shares(2) .. 5,000,000 $25.00  6.75% $1.69 per share 11/28/08

Series G Preferred Shares(3) .. 5,000,000 $2500 6.75% $1.69 per share 12/30/08

(1) These shares were redeemed on January 12, 2004 at a price of $25.00 per share, plus $0.066 in accrued

- and unpaid dividends for a total redemption value (including accrued dividends) of $125.3 million.

ProLogis recognized a charge of $4.2 million representing the excess of the redemption value over the
carrying value of these Preferred Shares upon redemption.

(2) Net proceeds from the issuance of the Series F Preferred Shares on November 28, 2003 were $120.8
million.

(3) Net proceeds from the issuance of the Series G Preferred Shares on December 30, 2003 were $121.0
million,

The following preferred share redemptions occurred in 2003 and 2001:

 All of the 2,000,000 outstanding Series E Preferred Shares were redeemed on July 1, 2003 at the price
of $25.00 per share, plus $0.3685 in accrued and unpaid dividends; total redemption value (including
accrued dividends) was $50.7 million; a charge of $3.6 million representing the excess of the
redemption value over the carrying value of the Series E Preferred Shares redeemed was recognized
upon redemption (the carrying value of the Series E Preferred Shares included a purchase accounting
adjustment that was recognized when these shares were issued as part of a 1999 merger transaction).

+ 5,000,000 of the 10,000,000 outstanding Series D Preferred Shares were redeemed on December 1,
2003 at the price of $25.00 per share, plus $0.3355 in accrued and unpaid dividends; total redemption
value (including accrued dividends) was $126.7 million; a charge of $4.2 million representing the
excess of the redemption value over the carrying value of the Series D Preferred Shares redeemed was
recognized upon redemption. :

+ All of the 5,400,000 outstanding Series A Preferred Shares were redeemed on May 8, 2001 at the price
of $25.00 per share, plus $0.2481 in accrued and unpaid dividends; total redemption value (including
accrued dividends) was $136.3 million; a charge of $4.6 million representing the excess of the
redemption value over the carrying value of the Series A Preferred Shares redeemed was recognized
upon redemption.

+ All 183,302 of the outstanding Series B Convertible Preferred Shares were redeemed on March 20,
2001 at the price of $25.00 per share, plus $0.442 in accrued and unpaid dividends; total redemption
value (including accrued dividends) was $4.7 million; a charge of $0.2 million representing the excess
of the redemption value over the carrying value of the Preferred Shares redeemed was recognized upon
redemption.

Shelf Registration

ProLogis has a shelf registration statement on file with the SEC that allows it to issue securities in the
United States in the form of debt securities, Preferred Shares, Common Shares, rights to purchase Common
Shares and Preferred Share purchase rights on an as-needed basis. During 2003, ProLogis increased its
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existing $608.0 million of shelf-registered securities by $692.0 million. Also in 2003, ProLogis issued
$300.0 million of debt securities and $250.0 million of Preferred Shares. At December 31, 2003, $750.0 mil-
lion of shelf-registered securities were available for issuance, subject to ProLogis’ ability to affect an offering
on satisfactory terms. ' ‘ E

Ownership Restrictions

For ProLogis to qualify as a REIT under the Code, five or fewer individuals may own not more than 50%
of the value of its outstanding shares of beneficial interest at any time during the last half of ProLogis’ taxable
year. Therefore, ProLogis’ Declaration of Trust restricts beneficial ownership (or ownership generally
attributed to a-person under the REIT tax rules) of ProLogis’ outstanding shares of beneficial interest by a
single person, or persons acting as a group, to 9.8% of ProLogis’ outstanding shares. This provision assists
ProLogis in protecting and preserving its REIT status and protects the interests of shareholders in takeover
transactions by preventing the acquisition of a substantial block of outstanding shares.

Shares of beneficial interest owned by a person or group of persons in excess of these limits are subject to
redemption by ProLogis. The provision does not apply Where a majority of the Board, in its sole and absolute
discretion, waives such limit after determining that the status of ProLogis as a REIT for federal income tax
purposes will not be jeopardized or the disqualification of ProLogis as a REIT is advantageous to the
shareholders. '

Previously, Security Capital had been exempt from these ownership restrictions and, for tax purposes,
Security Capital’s ownership interest was attributed to its shareholders. This exemption was granted under an
investor agreement with Security Capital and was effective while Security Capital’s ownership interest
exceeded 9.8% of ProLogis’ outstanding shares. Security Capital’s ownership interest fell below 9.8% on
May 14, 2002, the date it became a subsidiary of GE Capital. Under the terms of the merger agreement
between GE Capital and Security Capital, whereby Security Capital became an indirect wholly owned
subsidiary of GE Capital, a portion of ProLogis’ Common Shares that had been owned by Security Capital
were part of the merger consideration that GE Capital paid to Security Capital’s shareholders. On July 21,
2003, Security Capital divested all of its holdings of Common Shares. See Note 14.

8. Distributions and Dividends:
Common Share Distributions

In order to comply with the REIT requirements of the Code, ProLogis is generally required to make
Common Share distributions (other than capital gain distributions) to its shareholders in amounts at least
equal to (i) the sum of (a) 90% of its “REIT taxable income” computed without regard to the dividends paid
deduction and its net capital gains and (b) 90% of the net income (after tax), if any, from foreclosure
property, minus (ii) certain’ excess noncash income. Prologis® Common Share distribution policy is to
distribute a percentage of its cash flow that ensures that ProLogis will meet the distribution requirements of
the Code and that allows ProLogis to maximize the cash retained to meet other cash needs, such as capital
improvements and other investment activities.

In December 2003, the Board announced a projected increase in the annual distribution level for 2004
from $1.44 to $1.46 per Common Share. The payment of Common Share distributions is subject to the
discretion of the Board and is dependent upon Prologis’ financial condition and operating results, and may be
adjusted at the discretion of the Board during the year. A distribution of $0.365 per Common Share for the
first quarter of 2004 was declared on January 29, 2004. This distribution is to be paid on February 27, 2004 to
holders of Common Shares on February 13, 2004. ‘

Common Share distributions to shareholders are characterized for federal income tax purposes as
ordinary income, capital gains, non-taxable return of capital or a combination of the three. Common Share
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distributions that exceed ProLogis’ current and accumulated earnings and profits (calculated for tax purposes)
constitute a return of capital rather than a dividend and generally reduce the shareholder’s basis in the
Common Shares. To the extent that a distribution exceeds both current and accumulated earnings and profits
and the shareholder’s basis in the Common Shares, it will generally be treated as a gain from the sale or
exchange of that shareholder’s Common Shares. At the beginning of each year, ProLogis notifies its
shareholders of the taxability of the Common Share distributions paid during the preceding year. The
following summarizes the taxability of Common Share distributions for the periods indicated (in U.S. dollars;
taxability for 2003 is estimated):

Years Ended December 31,
2003 2002 2001

Per Common Share:

Ordinary inCome . ....... ...ttt $1.23  $0.95 81.09
Capital ains . .. ...t e 0.05 0.06 -~ 0.19
Return of capital .. ... . 0.16 0.41 0.10

Total .. $1.44 $1.42 $1.38

Preferred Share Dividends

Annual per share dividends paid on each series of Preferred Shares were as follows for the periods

indicated (in U.S. dollars):

(1)

(2)

3)

(4)
(5)
(6)

Years Ended December 31,
2003(1) 2002(2) 2001 (3)

Series A(4)..... P e $ — $ — $0.84
Series B(5) oot — — 0.44
Series €Lt 4.27 4.27 4.27
SEHES DI(6) « -« vt 1.98 1.98 1.98
Series E(7) ot 1.09 2.19 2.19

Series F(8) .ot 0.15 — —
Series G(O) .o v vt — —_ —

For federal income tax purposes, $4.11 of the Series C dividend, $1.90 of the Series D dividend, $1.05 of
the Series E dividend and $0.14 of the Series F dividend are estimated to represent ordinary income to
the holders. The remaining portions of each dividend are estimated to represent capital gains.

For federal income tax purposes, $4.04 of the Series C dividend, $1.87 of the Series D dividend and $2.07
of the Series E dividend represent ordinary-income to the holders. The remaining portions of each
dividend represent capital gains.

For federal income tax purposes, $0.71 of the Series A dividend, $0.38 of the Series B dividend, $3.63 of
the Series C dividend, $1.68 of the Series D dividend and $1.86 of the Series E dividend represent
ordinary income to the holders. The remaining portions of each dividend represent capital gains.

The Series A Preferred Shares were redeemed on May 8§, 2001.
The Series B Convertible Preferred Shares were redeemed on March 20, 2001.

ProLogis redeemed 5,000,000 of the 10,000,000 outstanding Series D Preferred Shares on December 1,
2003. The Series D Preferred Shares that were redeemed in 2003 earned dividends of $1.82 per share
prior to their redemption. All of the remaining Series D Preferred Shares were redeemed on January 12,
2004.
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(7) The Series E Preferred Shares were redeemed on July 1, 2003.
(8) The Series F Preferred Shares were issued on November 28, 2003,
(9) The Series G Preferred Shares were issued on December 30, 2003.

Pursuant to the terms of its Preferred Shares, ProLogis is restricted from declaring or paying any
distribution with respect to its Common Shares unless and until all cumulative dividends with respect to the
Preferred Shares have been paid and sufficient funds have been set aside for dividends that have been declared
for the then-current dividend period with respect to the Preferred Shares.

ProLogis’ tax return for the year ended December 31, 2003 has not been filed. The taxability information
presented for ProLogis’ distributions and dividends paid in 2003 is based upon the best available data.
ProLogis’ tax returns for previous tax years have not been examined by the Internal Revenue Service.
Consequently, the taxability of distributions and dividends is subject to change.

9. __Earnings Per Common Share:

A reconciliation of the denominator used to calculate basic net earnings attributable to Common Shares
per share to the denominator used to calculate diluted net earnings attributable to Common Shares per share
for the periods indicated is as follows (in thousands of U.S. dollars, except per share amounts):

Years Ended December 31,

' . 2003 2002 2001 )
Net earnings attributable to Common Shares .............. $212,367  $216,166 $ 86,038
Minority interest(1) ...... ...t 4,959 5,508 . —
Series B Convertible Preferred Share dividends(2) ....... ' — — 81
Adjusted net earnings attributable to Common Shares ...... $217,326  $221,674 § 86,119
Weighted average Common Shares outstanding — Basic . ... 179,245. 177,813 172‘,755
Weighted average convertible limited partnership units(1) .. 4,773 4,938 —
Weighted average conversion of Series B Convertlble .
Preferred Shares(2) .......... ... .. i i, . —. —_ 1,544
Incremental weighted average effect of potentlally dilutive
instruments(3) ................ PR 3,204 2,118 898
Adjusted weighted average Common Shares outstanding — '
Diluted . ........ . e 187,222 184,869 175,197
Net earnings attnbutable to Common Shares per share — ' T
Basic. .. . . $§ 118 § 122 § 050
Net earnings attributable to Common Shares per share —
Diluted ... $ 116 § 120 $ 049

(1) For 2001, weighted average limited partnership units of 5,087,000 were not included in the calculation of
diluted net earnings attributable to Common Shares per share as the effect, on an as-converted basis, was
antidilutive.

{2) The Series B Convertible Preferred Shares were redeemed on March 20, 2001.

(3) Total weighted average potentially dilutive instruments outstanding were 10,937,000, 10,866,000 and
9,236,000 for 2003, 2002 and 2001, respectively. Of the total potentially dilutive instruments, 503,000,
2,101,000 and 2,258,000 were antidilutive for 2003, 2002 and 2001, respectively.
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10. Business Segments:
ProLogis has two reportable business segments:

+ Property operations — Representing the long-term ownership, management and leasing of industrial
distribution properties in the United States, Mexico, Europe and Japan (either directly or through

" investments in unconsolidated property funds in which ProLogis has an ownership interest and acts as
manager). Each operating property and each investment in a property fund is considered to be an
individual operating segment having similar economic characteristics that are combined within the
reportable segment based upon geographic location.

+ CDFS business — representing the development, acquisition and rehabilitation and/or acquisition and
repositioning of industrial distribution properties in the United States, Mexico, Europe and Japan with
the intent to contribute the properties to unconsolidated property funds in which ProLogis has an
ownership interest and acts as manager or to sell the developed properties to third parties. Additionally,
ProLogis earns fees for development activities on behalf of customers or third parties and realize profits
from the sales of land parcels when their development plans no longer include the development parcels.
The separate activities in this segment are considered to be individual operating segments having
similar economic characteristics that are combined within the reportable segment based upon
geographic location.

The assets of the CDFS business segment generally include properties under development and land held
for development. During the period between the completion of development, rehabilitation or repositioning of
a property and the date the property is contributed to a property fund or sold to a third party, the property and
its associated rental income and rental expenses are included in the property operations segment because the
primary activity associated with the property during that period is leasing. Upon contribution or sale, the
rcsultmg gain or loss is included in the income of the CDFS business segment.

Through December 31, 2002, ProLogis’ investments in companies that operated temperature -controlled
distribution networks met the criteria of SFAS No. 131 to be presented as a reportable business segment.
Beginning in 2003, these investments no longer met the requirements to be separately reported. Consequently,
ProLogis’ investments in temperature-controlled distribution operating companies are no longer separately
presented and amounts for periods previously presented have been reclassified.

For both of ProLogis’ reportable operating segments, reconciliations are presented below for: (i) income
from external customers to ProLogis’ total income; (ii) net operating income from external customers to
ProLogis’ total operating income; and (iii) assets to ProLogis’ total assets. ProLogis’ chief operating decision
makers rely primarily on operating income and similar measures to make decisions about allocating resources
and assessing segment performance. The components of ProLogis’ operating income that are also components
of net operating income are allocated to each reportable operating segment. All other items are reflected as
reconciling items. The following reconciliations are presented in thousands of U.S. dollars:

Years Ended December 31,

2003 2002 2001
Income:
Property operations: ‘ ' ‘ _

United States(1)(2) ... oo e $ 561,170 § 554,542 $ 558,137
MeEXICO(2) ottt e 18,343 19,507 21,189
Burope(1)(3) .ot R 34,276 28,636 22,681
Japan(l) .......... e SN " 3,724 239 —

Total property operations segment .................... 617,513 602,924 ) 602,007




PROLOGIS
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Years Ended December 31,

2003 2002 2001
CDFS business:
United States(4) .. ... 48,967 47,716 69,469
Mexico(S) ... PP 4,072 11,673 (10)
Europe(6)(7) . oo 48,646 90,733 86,270
Japan(8) ... .. 27,920 6,733 —
Total CDFS business segment ....................... 129,605 156,855 155,729
Reconciling items:
Income (loss) from certain unconsolidated investees(9) (10) .. (13,013) 7,072 (111,468)
Total reconciling items . ........................ SR (13,013) 7,072 (111,468)
Total income ................ PR S $ 734,105 $ 766,851 § 646,268
Operating income:
Property operations: ‘ .
United States(1)(2) . ..o v ovroee e $ 429,414 $ 432,397 $ 436,743
MexiCo(2) vt e e 16,732 17,159 19,546
Europe(1}(3) .. oovvei J 30,971 27,813 21,205
Japan(l) ... 3,556 239 —
Total property operations segment .................... 480,673 477,608 _ 477,494
CDFS business: ' .
United States(4) ... ..ot e 44,871 43,930 65,653
Mexico(5) ..o R 4,060 11,500 (73)
Burope(6) (7) - oot e 47,946 90,151 86,167
Japan(8) ...t P 27,920 6,733 —
Total CDFS business segment .......... . 124,797 152,314 151,747
Reconciling items: : : . '
Income (loss) from certain unconsolidated 1nvestees(9) (10) . (13,013) 7,072 - (111,468)
General and administrative expenses ... .. e (65,907) (53,893) (50,274)
Depreciation and amortization. ........................... (164,969)  (153,075) ~ (143,465)
Other eXpenses . ........vvevrveenen.. e (2,800) — (32)
Total reconciling items .. .......ooiii e (246,689) . (199,896)  (305,239)

Operating income ................covn.n. e $ 358,781 § 430,026 $ 324,002
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December 31,

2003 2002 2001
Assets:
Property operations: . .
United States(11)(12) ................ P $3,714,022  $3,740,050  $3,684,747
Mexico(2) (12) .ot 115,922 94,602 150,483
Europe (11) (12) ..o 802,639 711,525 302,435
Japan(ll) ... 52,914 3,396 —
Total property operations segment ................... 4,685,497 4,549,573 4,137,665
CDFS business: _ , '
United States . ..o vttt 224,086 260,692 272,281
|\ 1.4 (7 Y 28,373 29,865 18,205
Burope(11) ..o uoi e 659,874 567,140 629,159
Japan . ... 243,064 123,650 43,451
Total CDFS business segment ... ................... 1,155,397 981,347 963,096
Reconciling items: ’
Investments in and advances to unconsolidated investees ... ... 116,316 182,769 364,203
Cash ... ... ... .. .. o T e 331,503 110,809 27,989
Accounts and notes receivable ... ... ... ... .. 3,418 12,864 6,888
O her ASSeTS . .o e e e 77,071 74,018 58,143
Total reconciling items ........... .. .ccoviitiaun... 528,308 380,460 457,223
Total @SSEES . .. oot e $6,369,202  $5,911,380. $5,557,984

(1

(2)

(3)

(4)

()

(6)

Amounts include the operations of ProLogis that are reported on a consolidated basis and the amounts
recognized under the equity method from ProLogis’ investments in the property funds. See Note 4.

Although certain properties owned by ProLogis North American Properties Fund V in 2003 and 2002
are located in Mexico (15 properties at December 31, 2003 and 13 properties at December 31, 2002),
ProLogis classifies its entire investment in ProLogis North American Properties Fund V and the
associated income recognized under the equity method from its investment in this property fund as part
of its United States income, operating income and assets in the property operations segment.

Amounts recognized under the equity method include net foreign currency exchange losses of
$13.4 million and $4.5 million in 2003 and 2002, respectlvely, and net foreign currency exchange gains

~ of '$0.8 million in 2001. See Note 4.

Includes $45.7 million; $45.3 million and $56.2 million of net gains (including previously deferred
gains) recognized by ProLogis related to the contribution of properties to property funds for 2003, 2002
and 2001, respectively. See Note 4.

Includes $4.1 million and $12.5 million of net gains (including previously deferred gains) recognized by
ProLogis related to the contribution of properties to ProLogis North American Properties Fund V for
2003 and 2002, respectively. See Note 4.

Includes $47.5 million, $52.7 million and $29.5 million of net gains (including previously deferred
gains) recognized by ProLogis (including amounts earned by Kingspark S.A. after June 30, 2002)
related to the contribution of properties to ProLogis European Properties Fund in 2003, 2002 and 2001,
respectively. In addition, includes amounts recognized under the equity method from ProLogis’
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investment in Kingspark S.A. were $29.5 million and $55.8 million in 2002 (through June 30) and 2001,
respectively. See Notes 2 and 4.

(7) Amounts recognized under the equity method related to ProLogis” investments in Kingspark S.A. and
- Kingspark LLC in 2002 (through June 30) and 2001 include net gains from the contributions of
properties to ProLogis European Properties Fund ($10.5 million and $23.0 million, respectively) and net
foreign currency.exchange gains and losses (a net $4.4 million gain and a net loss of $4.6 million,
respectively). See Notes 2 and 4.

(8) Includes $27.9 million and $6.2 million of net gains recognized by ProLogis related to the contribution
of properties to ProLogis Japan Properties Fund for 2003 and 2002, respectively. See Note 4.

(9) Includes amounts recognized under the equity method related to ProLogis’ investments in ProLogis
Logistics and CSI/Frigo LLC. Prologis recognized a loss of $2.3 million in 2003, income of
$4.2 million in 2002 and a loss of $58.5 million in 2001 from these investments. See Note 4.

(10) Includes amounts recognized under the equity method related to ProLogis” investments in TCL Holding
and CSI/Frigo LLC. ProLogis recognized a loss of $10.7 million in 2003, income of $2.9 million in 2002
and a loss of $53.0 million in 2001 (including $8.4 million and $4.2 million of net foreign currency
exchange gains in 2003 and 2002, respectively, and net foreign currency exchange losses of $3.5 million
in 2001) from these investments. See Note 4.

(11) Amounts include investments presented under the equity method. See Note 4.

(12) Includes properties that were developed or acquired in the CDFS business segment that have not yet
been contributed or sold as follows:

+ United States: $388.2 million, $326.8 million and $352.7 million at December 31 2003, 2002 and
2001, respectively;

o Mexico: $59.8 million, $45.3 million and $86.0 million at December 31, 2003, 2002 and 2001,
respectively; and

» Europe: $480.3 million, $290.9 million and $174.0 million at December 31, 2003, 2002 and 2001,
respectively.
11. Supplemental Cash Flow Information:

Non-cash investing and financing activities for the years ended December 31, 2003, 2002 and 2001 are as
follows: ' A

» Prologis received $55.8 million, $67.3 million and $92.6 million of equity interests in property funds
from the contribution of properties to these property funds during 2003, 2002 and 200!, respectively.

+ Net foreign currency translation adjustments of $101.2 million, $111.0 million and $(30.0) million
were recognized in 2003, 2002 and 2001, respectively.

+ Limited partnership units aggregating $0.4 million, $1.5 million and $0.2 million were converted into
Common Shares in 2003, 2002 and 2001, respectively.

* During 2003, 2002, and 2001, ProLogis capitalized portions of the total cost of its share-based
compensation awards of $5.0 m11110n $4.1 million and $1.9 million, respectively, to the investment
basis of its real estate assets.

« As partial consideration for certain property contributions, ProLogis received a $24.9 million note
receivable from ProLogis North American Properties Fund V in September 2003. The outstanding
balance on this note at December 31, 2003 was $6.7 million. As partial consideration for a property
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contribution, ProLogis received a $21.4 million note receivable from ProLogis Japan Properties Fund
in December 2003. This note was repaid in January 2004.

« On October 23, 2002, ProLogis acquired the voting common stock of ProLogis Logistics and began
presenting its investment in ProLogis Logistics on a consolidated basis. Prior to this change in reporting
method, ProLogis’ investment in ProLogis Logistics was presented under the equity method. See
Notes 2 and 4. At October 23, 2002, ProLogis’ investment in ProLogis Logistics was $85.5 million.
ProLogis Logistics had total assets of $117.3 million, liabilities to third parties of $17.7 million,
minority interest liability to ProLogis of $99.6 million and net equity of ($31,000) at October 23, 2002.

» On July 1, 2002, ProLogis acquired the voting membership interests in Kingspark LLC. Kingspark
LLC owned the voting common stock of Kingspark S.A. Consequently, ProLogis began presenting its
investments in both Kingspark S.A. and Kingspark LLC on a consolidated basis. Prior to this change in
reporting method, ProLogis’ investments in Kingspark LLC and Kingspark S.A. were presented under
the equity method. See Notes 2 and 4. At June 30, 2002, ProLogis’ combined investments in
Kingspark LLC and Kingspark S.A. were $510.1 million (net of amounts deferred related to the
portion of gains that do not qualify for current income recognition of $19.5 million — see Note 4).
Kingspark S.A. and Kingspark LLC had combined total assets of $644.0 million; combined liabilities
to third parties of $114.1 million (including $31.4 million of line of credit borrowings); combined
minority interest liability to ProLogis of $529.6 million (including loans of $429.7 million) and net
equity of $0.3 million at July 1, 2002.

« ProLogis assumed $37.2 million of secured debt in connection with the acquisition of properties in
2002. In 2001, in connection with the acquisition of a property, a municipality issued $10.3 million of
assessment bonds to ProLogis.

» In connection with the original agreement for the acquisition of Kingspark S.A., ProLogis issued
67,000 Common Shares valued at $1.5 million in 2001.

» ProLogis received $2.3 million of the proceeds from the sales of properties to third parties in the form
of notes receivable in 2001.

» Series B Convertible Preferred Shares aggregating $151.8 million were converted into Common Shares
in 2001.

+ In 2001, ProLogis contributed 49.9% of the common stock of ProLogis European Properties S.a.r.l. to
ProLogis European Properties Fund for an additional equity interest in ProLogis European Properties
Fund of $83.0 million. ProLogis European Properties S.a.r.l. had total assets of $403.9 million and total
liabilities of $248.1 million at January 7, 2000, the date that ProlLogis contributed 50.1% of its
investment in ProLogis European Properties S.a.r.l. to ProLogis European Properties Fund. ProLogis
recognized its investment in 49.9% of the common stock of ProLogis European Properties S.a.r.l. under
the equity method from January 7, 2000 through January 6, 2001. See Note 4.

12. Long-Term Compensation:
Incentive Plan and Outside Trustees Plan

The Incentive Plan includes, a share option plan, a restricted share unit plan and a performance share
plan. No more than 22,600,000 Common Shares in the aggregate may be awarded under the Incentive Plan
and no individual may be granted awards with respect to more than 500,000 Common Shares in any one-year
period. Common Shares may be awarded under the Incentive Plan through 2007. Additionally, ProLogis has
500,000 Common Shares authorized for issuance under the Outside Trustees Plan. At December 31, 2003,
6,002,000 Common Shares remain to be issued under the Incentive Plan and 310,000 Common Shares remain
to be issued under the Outside Trustees Plan. Of the total available for future awards under the Incentive
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Plan, 4,836,000 Common Shares can only be awarded in the form of share options and 1,165,000 Common
Shares can only be awarded in other forms as allowed under the Incentive Plan, excluding share options.

Share Options

ProLogis has granted various share options under the Incentive Plan and the Qutside Trustees Plan.
Share options issued under the Incentive Plan and the Outside Trustees Plan provide for graded vesting at
various rates over periods from one to 10 years, subject to certain conditions. Except as noted below, each
share option is exercisable into one Common Share. Share options outstanding at December 31, 2003 were as
follows: :

Weighted
Average
Number of Expiration Remaining
Options Exercise Price(1) Date Life
Outside Trustees Plan(2)(3) ..... 145,000 $19.75-$27.56 2004-2013 7.0 years
Share option plan(4): ‘
1997 grants(S) ........... B 155,899 $21.21875 2007 3.7 years
1998 grants(5) ........ D 906,943 $20.9375-$21.0937 2008 4.8 years
1999 grants(3) ............... 931,239 $17.1875-$19.71875 2009 5.7 years
2000 grants(5) ............... 964,807 $21.75-$24.25 2010 6.7 years
2001 grants(6) ............... 1,244,686 $20.675-$22.02 2011 7.7 years
2002 grants(7) ............... 1,677,726 $21.89-$24.755 2012 8.7 years
2003 grants(7) ...l 1,940,255 $24.905-$31.265 2013 9.7 years
Associated with Common Shares '
purchased by employees(8):
1997 grants .........0........ 1,111,902 $21.21875 2007 3.7 years
2002 grants . ... 563,242 $24.643 2007 3.7 years
Other grants(9) ................ 54,442 $14.375-$21.9375 2004 0.5 years
Options sold to unconsolidated ‘
investees(10) ................ 180,397 $18.625-$24.5625 2008-2011 6.4 years
Total ......... ... ... ... 9,876,538

(1) The exercise price is equal to the average of the high and low market prices on the date of grant for each
issuance.

(2) Share options granted generally vest over a four-year period.

(3) The holders of share options granted before 2001 earn dividend equivalent units (“DEU”) each year
until the earlier of the date the underlying share option is exercised or the expiration date of the
underlying share option. The holders of share options granted in 2001 earn DEUs only through the
vesting period of the underlying share option and the holders of share options granted in 2002 and later
do not earn DEUs.

(4) Share options granted in 1997 vested over a five-year period and are fully vested at December 31, 2003.
All other share options granted vest over a four-year period.

(5) The holders of these share options earn DEUs each year until the earlier of the date the underlying share
option is exercised or the expiration date of the underlying share option.

(6) The holders of these share options earn DEUs each year until the earlier of the date the underlying share
option is exercised or the end of the vesting period of the underlying share option.
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(7) The holders of these share options do not earn DEUs.

(8) In September 1997, certain employees of ProLogis purchased Common Shares at a price of $21.21875
per share. ProLogis financed 95% of the total price ($27.3 million) of the 1,356,834 Common Shares
purchased through ten-year, recourse notes to the participants. For each Common Share purchased,
participants were granted two options each to purchase one Common Share for $21.21875. In
November 2002, ProLogis repurchased the 393,602 Common Shares that were outstanding from the
1997 employee purchases for $24.643 per share. The employees who sold their Common Shares to
ProLogis used the $9.7 million of proceeds that they received from the sales of their Common Shares to
repay all of the outstanding amounts due on their notes. As incentive to allow ProLogis to repurchase
these Common Shares, ProLogis issued 587,793 share options, each to purchase one Common Share for
$24.643 to the employees. All of the share options issued in 1997 are fully exercisable and all but 59,804
of the share options issued in 2002 are fully exercisable.

(9) ProLogis share options were issued to holders of options of a company that was merged with and into
ProLogis in 1999. These share options are all fully exercisable into 1.1 Common Shares, plus $2.00 each.

(10) The holders of share options granted by the unconsolidated investees to their employees before 2001
earn DEUs each year until the earlier of the date the underlying share option is exercised or the
expiration date of the underlying share option. The holders of share options granted by the unconsoli-
dated investees to their employees in 2001 earn DEUs only through the vesting period of the underlying
share option. No share options were sold to unconsolidated investees after 2001. All of the share options
granted to employees of unconsolidated investees vest over a four-year period,

The weighted average fair value of the share options granted under the Incentive Plan to ProLogis’
employees and granted under the Outside Trustees Plan during 2003 was $4.20 per option. The activity with
respect to ProLogis’ share options is presented below for the periods indicated.,

Weighted Weighted

Average Number of Average

Number of Exercise -  Options Exercise

Options Price Exercisable Price

Balance at December 31, 2000................ 7,720,606 $21.11 2,736,118 $21.11
Granted/Sold ............ e 1,832,538 $20.69
Exercised........... ... ... .. ... ... .. (237,229) $22.35
Forfeited ............ ... ... ... ... ....... (225,055) $21.44

Balance at December 31,2001, ............... 9,090,860  $21.04 4,190,723  $20.80
Granted . . ... . 2,490,311 $24.69
Exercised. ............. ... .. ... ... ...... (1,203,603) $20.44
Forfeited ............... JO P (1,060,238)  $21.63

Balance at December 31,2002, ............... 9,317,330 $22.08 5,098,573 $21.39
Granted .. ... ... 1,991,055 $29.95
Exercised. ... ... ... ... (989,730) $21.83
Forfeited . ....... ... .. ... ... .. ... ...... (442,117)  $22.74

Balance at December 31, 2003................ 9,876,538 $23.72 5,489,352 $21.63
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Restricted Share Units

Restricted share units' (“RSU”) in the form of Common Shares are granted at a rate of one Common
Share per RSU from time to time to employees of ProLogis. The RSUs are valued on the grant date based
upon the market price of a Common Share on that date. ProLogis recognizes the value of the RSUs granted
over the applicable vesting period as compensation expense. During 2003, 230,000 RSUs were granted at a
total value of $7.4 million, 78,175 RSUs were exercised at a total value of $1.6 million and 13,700 RSUs were
forfeited at a total value of $0.3 million. At December 31, 2003, there were 703,750 RSUs outstanding at a
total value of $17.6 million. Of the RSUs outstanding, 306,250 are vested and their total value of $6.5 million
has been recognized as expense. Also at December 31, 2003, an additional $0.7 million had been recognized as
expense associated with the RSUSs that vest during 2004. The remaining RSUs outstanding at December 31,
2003 will vest through 2007 as follows (in thousands of U.S. dollars, except share amounts):

Number of  Value Remaining

Units to be Expensed
2004 ... e P 99,375 $ 2,081
2005 ...l S 99,375 2,789
2000 L e e e 99,375 2,789
2007 ... . DU 99,375 2,789
Total ........... ORI R e 397,500 - $10,448

, Performance Share Plan

Under the performance share plan, certain employees are granted performance share awards (“PSA”).
The grants are based on certain performance criteria established in advance for each employee eligible for the
grant. If, based on the performance criteria, a PSA is earned, the recipient must continue to be employed by
ProLogis for two years before any portion of the grant is vested. The PSAs carry no voting rights during this
two-year waiting period but do earn DEUSs, which are vested at the end of the two-year waiting period. The
PSAs are valued on the grant date, generally December 31st, based upon the market price of a Common
Share on that date. ProLogis recognizes the value of the PSAs granted over the two-year vesting period as
compensation expense. For the PSAs that were earned on December 31, 2003 and 2002, ProLogis gave certain
employees the option to receive their award in the form of Common Shares or in cash. When cash is paid in
settlement of vested PSAs, ProLogis recognizes any excess of the total amount of cash paid over the ongmal
value of the award as additional expense at the time the payment is made

At December 31, 2003, there were 680,828 PSAs outstanding at a total value of $18.8 million, of which
272,400 PSAs with a total value of $8.7 million were granted in 2003. Of the total PSAs outstanding at
December 31, 2003, 155,678 were vested and the holders received Common Shares or cash payments equal to
the $3.7 million value of these PSAs in January 2004, ProLogis has expensed $3.2 million of the value of the
PSAs that have not vested at December 31, 2003. The PSAs remaining at December 31, 2003 will vest
through 2005 as follows (in thousands of U.S. dollars, except share amounts):

Number of  Value Remaining

Units to be Expensed
2004 . e 252,750 $ 7,549
2008, 272,400 4,371
Total 525,150 $11,920

133




PROLOGIS
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Dividend Equivalent Units

DEUs in the form of Common Shares are earned at a rate of one Common Share per DEU for certain
share options, RSUs and PSAs. The DEUs are valued on the grant date (December 31st) based on the
market price of the Common-Shares on that date. ProLogis recognizes that value as.compensation expense
over the vesting period of the underlying grant. The DEUs vest in accordance with the vesting schedule of the
underlying share option, RSU or PSA. Beginning in 2002, share options granted do not earn DEUs. Of the
total RSUs. outstanding, 167,500 RSUs do not earn DEUs but do receive dividends at ProLogis’ current
Common Share annual distribution rate. All PSAs earn DEUE.

At December 31, 2003, there were 1,191,528 DEUs outstanding, of which 1,051,290 were vested. The
total value of the DEUs outstanding was $30.1 million, of which $26.3 million has been expensed at
December 31, 2003. The remaining DEUs outstanding at December 31, 2003 will vest through 2005 as follows
(in thousands of U.S. dollars, except share amounts):

Number of  Value Remaining

Units to be Expensed
2004, . 97,919 $2,634
2005, ..o 42,319 1,200
Total ..o e 140,238 $3,834

401 (k) Savings Plan and Trust

ProLogis has a 401(k) Savings Plan and Trust (“401(k) Plan), that provides for matching employer
contributions in Comron Shares of 50 cents for every dollar contributed by an employee, up to 6% of the
employees’ annual compensation (within the statutory compensation limit). A total of 190,000 Common
Shares have been authorized for issuance under the 401 (k) Plan. The vesting of contributed Common Shares
is based on the employees’ years of service, with 20% vesting each year of service, over a five-year period.
Through Déecember 31, 2003, no Common Shares have been issued under the 401(k) Plan. All of ProLogis’
matching contributions have been made with Common Shares purchased by ProLogis in the open market.

Nongqualified Savings Plan

ProLogis has a Nonqualified Savings Plan to provide benefits for certain employees. The purpose of this
plan is to allow highly compensated employees the opportunity to defer the receipt and income taxation of a
certain portion of their compensation in excess of the amount permitted under the 401 (k) Plan. ProLogis will
match the lesser of (a) 50% of the sum of deferrals under both the 401 (k) Plan and this plan, and (b) 3% of
total-compensation up to certain levels. The matching account will vest in the same manner as the 401 (k)
Plan. . '
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13. Selected Quarterly Financial Data (Unaudited):

Selected quarterly financial data (in thousands of U.S. dollars, except for per share amounts) for 2003
and 2002 is as follows:

- = Three Months Ended,

March 31, June 30, September 30, December 31, Total
2003: .

Rental income . ................. $142,122 $137,241  $133,043 " $133,658  $546,064
Operating iNCOME ... ....vvv.. ., $91226 $103,013 $ 49171  $115,371  $358,781
Earnings before certain net gains ' ‘

and foreign currency exchange ‘ :

gains (expenses/losses), net . ... .$ 53,110 $ 62,760 $ 9,139 $ 75,273 $200,282
Gain (loss) on dispositions of real ‘ :

estate, net ............ B : 383 3,207 (216) (1,736) - 1,638
Gain on partial redemption of o .

investment ................... — — — 74,716 74,716
Foreign currency exchange gains - S

(expenses/losses), net ......... (5,102)  (3,669) (1,970) 154 (10,587)
Total income tax expense ........ (1,507)  (6,638) (3,653) (3,576)  (15,374)
Net carnings ........ Mt © 46,884 55,660 3,300 144,831 . 250,675
Less preferred share dividends . . .. 8,179 8,179 7,092 . 7,035 30,485
Less excess of redemption value : :

over carrying value of preferred - ‘

shares redeemed .............. — C - 3,587 4,236 7,823
Net earnings (loss) attributable to ' S T

Common Shares .| ............ -$ 38705 $ 47,481 - § (7,379) $133,560  $212,367 -
Net earnings (loss) attributable to . | .

Common Shares per share — o . s o o

Basic,..................... .. $ 022 § 027 § (0.04) $ 074 § 1.8
Net earnings (loss) attributable to

Common Shares per share —

Diluted...................... $ 021 § 026 $ (004 $ 072 § 116 .-
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Three Months Ended,

March 31, June 30, ' September 30, December 31, Total
2002:
Rental income .................. $136,557 $134,218  $132,076 $139,351  $542,202
Operating income ............... $116,039 $114482 $ 71,399 $128,106  $430,026
Earnings before certain net gains

and foreign currency exchange

gains (expenses/losses), net .... § 72,428 § 73,778 § 35,513 $ 90,714  $272,433
Gain- (loss) on dispositions of real

estate, net ................... (153) 4,800 482 1,519 6,648
Foreign currency exchange gains _ '

(expenses/losses), net ......... (339)  (6,533) 4,404 437 (2,031)
Total income tax expense ........ (8,761) _ (7,031) (7,008) (5,369)  (28,169)
Netearnings - ...........coov... 63,175 65,014 33,391 87,301 248,881
Less preferred share dividends . ... 8,179 8,179 3,179 8,178 32,715
Net earnings attributable to

Common Shares .............. $ 54996 $ 56,835 $ 25,212 $ 79,123  $216,166
Net earnings attributable to

Common Shares per share —

Basic...... $ 031 § 032 §. 014 $ 044 $ 1.22
Net earnings attributable to
Common Shares per share — .
Diluted ...................... $§ 031 § 031 § 014 $§ 044 8§ 1.20

In order to conform to the presentation adopted in the fourth quarter of 2003 to reflect rental expense
recoveries from customers as a part of rental income rather than as a reduction to rental expenses, rental
income amounts for the three-month periods ended March 31, 2003, June 30, 2003, September 30, 2003 as
reported in Prologis’ Quarterly Reports on Form 10-Q for those quarterly periods and for the three-month
periods in 2002 as reported in ProLogis’ 2002 Annual Report on Form 10-K are presented after reclassifica-
tion. This adjustment has no effect on ProLogis’ net earnings attributable to Common Shares for these
periods.

14. Related Party Transactions:

Transactions with Related Parties

ProLogis paid a fee of $4.1 million to an affiliate of Macquarie Bank related to capital raised in ProLogis
European Properties Fund in 2003. Macquarie Bank has an ownership interest in the manager of ProLogis-
Macquarie Fund. See Note 4.

Transactions with Chairman and Chief Executive Officer

Investments

ProLogis invested in the non-voting preferred stock of certain entities that have ownership interests in
companies that produce income that is not REIT qualifying income (i.e., rental income and mortgage interest
income) under the Code. Third parties including entities in which Security Capital, previously ProLogis’
largest shareholder, held non-voting ownership interests held the voting ownership common stock of these
companies. The Code was amended in 2001 to allow ProLogis to have a voting ownership interest in these
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types of entities. ProlLogis began negotiations to acquire the voting ownership interests in these entities in
2000. Before the acquisitions were completed it was determined that some state income tax laws governing
REITs would not be changed to coincide with the amendments to the Code. Therefore, CSI/Frigo LLC and
Kingspark LLC, limited liability companies in which K." Dane Brooksher, ProLogis’ Chairman and Chief
Executive Officer, owned the voting membership interests, acquired the voting ownership interests in TCL
Holding, ProLogis Logistics and Kingspark S.A. from the third parties and Security Capital.

At December 31, 2003, Mr. Brooksher had a voting ownership interest in CSI/Frigo LLC, which has a
voting ownership interest in only TCL Holding. CSI/Frigo LLC also had a voting ownership interest in
ProLogis Logistics through October 23, 2002 at which time it was acquired by ProLogis. Through July 1,
2002, Mr. Brooksher had a voting ownership interest in Kingspark LL.C. In April 2003, Kingspark LLC’s
voting ownership interest in Kingspark S.A. was transferred to ProLogis and Kingspark LLC was liguidated.
Mr. Brooksher’s ownership interest in CSI/Frigo LLC entitles him to an effective interest in the earnings of
TCL Holding of 0.25%. See Note 4.

Further information on Mr. Brooksher’s ownership interests is as follows:

» CSI1/Frigo LLC, a limited liability company formed on January 5, 2001, acquired 100% of the voting
common stock of both TCL Holding and ProLogis Logistics (both entities in which ProLogis owned
100% of the non-voting preferred stock) for an aggregate purchase price of $3.3 million. ProLogis
made a loan to CSI/Frigo LLC in the amount of $2.9 million. This loan is due January 3, 2011 and
bears interest at an annual rate of 8.0%. ProLogis also made a capital contribution to CS1/Frigo LLC
of $404,545 and Mr. Brooksher made a capital contribution to CSI/Frigo LLC of $50,000.
Mr. Brooksher’s membership interests (after considering the terms of the participating note from CSI1/
Frigo LLC to ProLogis) entitle him to receive dividends equal to 5% of the net cash flow of CSI1/Frigo
LLC, as defined, if any. Mr. Brooksher is the managing member of CSI/Frigo LLC and he may
transfer his membership interests, subject to certain conditions, including the approval of ProLogis.
There are no provisions that give ProLogis the right to acquire Mr. Brooksher's membership interests.
Mr. Brooksher does not receive compensation in connection with being the managing member. CSI/
Frigo LLC sold the voting common stock of ProLogis Logistics to ProLogis on October 23, 2002 for
$2.6 million. Therefore, as of December 31, 2003, CS1/Frigo LLC’s only remaining ownership interest
is in the voting common stock of TCL Holding.

» Kingspark LLC, a limited liability company formed on January 5, 2001, acquired the voting common
stock of Kingspark S.A. (an entity in which ProLogis owned 100% of the non-voting preferred stock)
for $8.1 million. ProLogis made a loan to Kingspark LLC in the amount of $7.3 million. This loan had
an original maturity date of January 5, 2006 and bore interest at an annual rate of 8.0%. ProLogis made
a direct capital contribution to Kingspark LLC in the amount of $770,973. ProLogis made a loan to
Mr. Brooksher in the amount of $40,557, all of which was used by Mr. Brooksher to make his capital
contribution to Kingspark LLC. Therefore, ProLogis effectively funded the entire purchase price either
directly or through loans to Kingspark LLC and Mr. Brooksher. Mr. Brooksher’s membership interests
entitled him to receive dividends equal to 5% of the net cash flow of Kingspark LLC, as defined, if any.
Mr. Brooksher was the managing member of Kingspark LLC and he was able to transfer his
membership interests, subject to certain conditions, including the approval of ProLogis. There were no
provisions that give ProLogis the right to acquire Mr. Brooksher’s membership interests.
Mr. Brooksher did not receive compensation in connection with being the managing member. On
July 1, 2002, Mr. Brooksher sold his voting membership interests in Kingspark LLC to ProLogis for
$45,000, representing the $40,557 principal balance of Mr. Brooksher’s note to ProLogis plus accrued
interest on the note since its origination. Kingspark LLC was liquidated in April 2003. See Note 4.

In 2000, ProLogis invested in GoProLogis and ProLogis PhatPipe, income from which was not REIT
qualifying income under the Code. These investments were structured whereby ProLogis would have only a
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non-voting preferred stock ownership interest. To complete the transactions, Mr. Brooksher acquired the
voting ownership interest in each entity as noted below.

+ GoProLogis owns preferred stock in Vizional. Mr. Brooksher owns all of the voting common stock of
GoProLogis, representing a 2% interest in the earnings or losses of GoProLogis and he is entitled to
receive dividends equal to 2% of the net cash flow of GoProLogis, as defined, if any. ProLogis owns all
of the non-voting preferred stock of GoProLogis, representing a 98% interest in the earnings or losses of
GoProLogis and ProLogis is entitled to receive dividends equal to the remaining 98% of net cash flow,
as defined, if any. Mr. Brooksher contributed a $1.1 million recourse promissory note to GoProLogis in
exchange for his interest in GoProLogis. Mr. Brooksher’s note is payable on July 18, 2005 and bears
interest at an annual rate of 8.0%. Mr. Brooksher is not restricted from transferring his ownership
interest in GoProLogis and ProLogis has the right to acquire Mr. Brooksher’s ownership interest
beginning in 2001 for a price equal to the outstanding principal amount of the promissory note plus
accrued and unpaid interest. GoProLogis has not made any distributions to Mr. Brooksher or ProLogis
since its inception. GoProLogis wrote its investment in Vizional to zero in 2002 and Vizional ceased
operations in 2002. See Note 4.

+ ProLogis PhatPipe owns preferred stock in PhatPipe. Mr. Brooksher owns all of the voting common
stock of ProLogis PhatPipe, representing a 2% interest in the earnings or losses of ProLogis PhatPipe
and he is entitled to receive dividends equal to 2% of the net cash flow of ProLogis PhatPipe, as
defined, if any. ProLogis owns all of the non-voting preferred stock of ProLogis PhatPipe, representing
a 98% interest in the earnings or losses of ProLogis PhatPipe and ProLogis is entitled to receive
dividends equal to the remaining 98% of nct cash flow, as defined, if any. Mr. Brooksher contributed
recourse promissory notes with the aggregate principal amount of $122,449 to ProLogis PhatPipe in
exchange for his interest in the entity. Mr. Brooksher’s notes are payable on September 20, 2005
($71,429 principal amount) and January 4, 2006 ($51,020 principal amount). Both notes bear interest
at an annual rate of 8.0%. Mr. Brooksher is not restricted from transferring his ownership interest in
ProLogis PhatPipe and ProLogis has the right to acquire Mr. Brooksher’s ownership interest beginning
in 2001 for a price equal to the outstanding aggregate principal amount of the promissory notes plus
accrued and unpaid interest. ProLogis PhatPipe has not made any distributions to Mr. Brooksher or
ProLogis since its inception. ProLogis PhatPipe wrote its investment in PhatPipe down to zero in 2001
and PhatPipe ceased operations in 2001. See Note 4.

Loans

During 2002, Mr. Brooksher’s outstanding loan associated with the purchase of Common Shares in 1997
under a loan plan that ProLogis offered to certain of its employees was fully repaid through a $1.0 million cash
payment and the repurchase of 33,253 Common Shares from Mr. Brooksher. See Note 12.

Transactions with Other Senior Officers

Entities in which Irving F. Lyons, III, ProLogis’ Vice Chairman and Chief Investment Officer, has
ownership interests, owned 2,459,183 of the outstanding limited partnership units in ProLogis Limited
Partnership-1 at December 31, 2003 or 17.1% of ProLogis Limited Partnership-I’s total units outstanding at
December 31, 2003. Mr. Lyons’ effective ownership in ProLogis Limited Partnership-I was 1.8% at
December 31, 2003. See Note 6. '

Jeffrey H. Schwartz, ProLogis’ President of International Operations and President and Chief Operating
Officer — Asia, owned all of the outstanding limited partnership units in ProLogis Limited Partnership-II1 at
December 31, 2003 or 4.75% of ProLogis Limited Partnership-III’s total units outstanding at December 31,
2003 and 49,587 of the outstanding limited partnership units in ProLogis Limited Partnership-IV at

138




PROLOGIS
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

December 31, 2003 or 1.0% of ProLogis Limited Partnership-IV’s total units outstanding at December 31,
2003. See Note 6. . :

15. Financial Instruments:
Fair Value of Financial Instruments

The following estimates of the fair value of financial instruments have been determined by ProLogis using
available market information and valuation methodologies believed to be appropriate for these purposes.
Considerable judgment and a high degree of subjectivity are involved in developing these estimates and,
accordingly, they are not necessarily indicative of amounts that ProLogis would realize upon disposition.

At December 31, 2003 and 2002, the carrying amounts of certain financial instruments employed by
ProLogis, including cash and cash equivalents, accounts receivable, accounts payable and accrued expenses
were representative of their fair values due to the short-term maturity of these instruments. Similarly, the
carrying values of the revolving lines of credit balances outstanding approximate their fair values as of those
dates since the interest rates on the revolving lines of credit are based on current market rates. At
December 31, 2003 -and 2002, the fair values of ProLogis’ senior unsecured debt, secured debt (including
mortgage notes and securitized debt) and assessment bonds have been estimated based upon quoted market
prices for the same or similar issues or by discounting the future cash flows using rates currently available for
debt with similar terms and maturities. The differences in the fair values of ProLogis’ senior unsecured debt,
secured debt and assessment bonds from the carrying values in the table below are the result of differences in
the interest rates that were available to ProLogis at December 31, 2003 and 2002 from the interest rates that
were in effect when the debt was issued. The senior unsecured debt and many of the secured debt issues
contain pre-payment penalties or yield maintenance provisions that could make the cost of refinancing the
debt exceed the benefit that would be derived from refinancing at the lower rates.

At December 31, 2003 and 2002, the fair values of Prologis’ derivative financial instruments are the
amounts at which they could be settled, based on quoted market prices or estimates obtained from brokers or
dealers. As ProLogis marks its derivative financial instruments to market, their fair values are the same as
their carrying values. The carrying value of the foreign currency forward contract is included as other liabilities
and the carrying values of the foreign currency put option contracts and the interest rate swap contracts are
included as other assets in ProLogis’ Consolidated Balance Sheet.
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The following table reflects the carrying amounts and estimated fair values of ProLogis’ financial

instruments as of the periods indicated (in thousands of U.S. dollars):
December 31,

2003 2002
Carrying Carrying
Value Fair Value Value Fair Value
Senior unsecured debt .. ............... $1,776,789  $1,978165  $1,630,094  $1,783,943

Secured debt and assessment bonds:
Mortgage notes and securitized debt ... $ 506,659 § 558,570 § 547,324 $ 593,605

Assessment bonds .................. 7,753 8,517 8,654 9,243
Total secured debt and assessment
bonds............ ... . ... .. .... $ 514,412 $§ 567,087 $§ 555978 § 602,848

Derivative financial instruments:
Foreign currency put option contracts .. $ 167 $ 167 $ 492 3 492
Foreign currency forward contract . .. .. $ (367) $ (367)
Interest rate swap contracts .......... $ 87 § 87 $ —  $ —

l
|

Derivative Financial Instruments

ProLogis uses derivative financial instruments as hedges to manage well-defined risk associated with
interest and foreign currency exchange rate fluctuations on existing or anticipated obligations and trarnisactions.
ProLogis does not use derivative financial instruments for trading purposes.

The primary risks associated with derivative instruments are market risk and credit risk. Market risk is
defined as the potential for loss in the value of the derivative due to adverse changes in market prices (interest
rates or foreign currency exchange rates). The use of derivative financial instruments allows ProLogis to
manage the risks of increases in interest rates and fluctuations in foreign currency exchange rates with respect
to the effects these fluctuations-would have on ProLogis’ income and cash fiows.

Credit risk is the risk that one of the parties to a derivative contract fails to perform or meet their financial
obligation under the contract. ProLogis does not obtain collateral to support financial instruments subject to
credit risk but monitors the credit standing of counterparties, primarily global commercial banks. ProLogis
does not anticipate non-performance by any of the counterparties to its derivative contracts. However, should a
counterparty fail to perform, ProLogis would incur a financial loss to the extent of the positive fair market
value of the derivative contracts, if any.
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The following table summarizes the activity in ProLogis’ derivative contracts for the years ended

December 31, 2003 and 2002 (in millions of U.S. dollars):

(1)

(2)

(3)

Foreign Currency Foreign Cur‘rency Imerest‘

. : Put Options(1) Forward Swap(2).  Rate Swaps(3)
Notional amounts at December 31, 2001 .. .. $ 655 - - $ — $ —
New contracts . ................ e e 56.3 — —
Matured or expired contracts ....... R (65.7) — —
Notional amounts at December 31, 2002 .. ... 56.1 — —_
New CONracts ... .....oooovurnnooi.. SN 110.9 47.4 194.7
Matured or expired contracts ............... (109.1) — —
Notional amounts at December 31, 2003 .. ... $ 579 $47.4 $94.7

The foreign currency put option contracts are paid in full at execution and are related to Prologis’
operations in Europe and Japan. The put option contracts provide ProLogis with the option to exchange
euro, pound sterling and yen for U.S. dollars at a fixed exchange rate such that, if the euro, pound sterling
or yen were to depreciate against the U.S. dollar to predetermined levels as set by the contracts, ProLogis
could exercise its options and mitigate its foreign currency exchange losses. The notional amounts of the
put option contracts represent the U.S. dollar equivalent of put option contracts with notional amounts of
28.4 million euro, 7.7 million pound sterling and 874.4 million yen at December 31, 2003 and 38.7 million
euro and 9.6 million pound sterling at December 31, 2002. The outstanding contracts do not qualify for
hedge accounting treatment and were marked-to-market through results of operations at the end of each
period. ProLogis recognized aggregate expense of $2.7 million, $4.4 million and $1.0 million in 2003,
2002 and 2001, respectively, on various put option contracts. The amounts recognized include mark-to-
market losses of $1.4 million in 2002 and mark-to-market gains of $0.2 million and $1.1 million in 2003
and 2001, respectively. See Note 2.

The foreign currency forward swap contract is designated as a net investment hedge of certain of
ProLogis’ investments in Europe. The contract allows ProLogis to sell euro at a fixed exchange rate to the
U.S. dollar and is settled at maturity. The notional amount of the contract represents the U.S. dollar
equivalent of 37.5 million euro at December 31, 2003. This derivative contract qualifies for hedge
accounting treatment. ProLogis recognized a mark-to-market adjustment representing a decrease in
value of $0.4 million in other comprehensive income in shareholders’ equity at December 31, 2003.

The interest rate swap contracts are related to an anticipated transaction and are designated as cash flow
hedges. The contracts allow ProLogis to fix a portion of the interest rate associated with a debt instrument
forecasted to be issued in 2004 for a seven-year period. The notional amounts of the contracts represent
the U.S. dollar equivalent of 75.0 million euro at December 31, 2003. These derivative contracts qualify
for hedge accounting treatment. ProLogis recognized a mark-to-market adjustment representing an
increase in value of $0.1 million in other comprehensive income in shareholders’ equity at December 31,
2003. No ineffectiveness was recognized during 2003. Amounts reported in other comprehensive income
related to these derivative contracts will be reclassified to interest expense as interest payments are made
on ProLogis’ forecasted debt issuance. ProLogis is hedging its exposure to the variability in future cash
flows for forecasted transactions over a maximum period of three months.
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16. - Commitments and Contingencies:
Environmental Matters

All of the properties acquired by ProLogis were subjected to environmental reviews by either ProLogis or
by the predecessor owners. While some of these assessments have led to further investigation and sampling,
none of the environmental assessments have revealed an environmental liability (including any asbestos
related liability) that ProLogis believes would have a material adverse effect on ProLogis’ business, financial
condition or results of operations. Further, ProLogis is not currently aware of any environmental liability
(including any asbestos related liability) that ProLogis believes would have a material adverse effect on
ProLogis’ business, financial condition or results of operations.
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INDEPENDENT AUDITORS’ REPORT

The Board of Trustees and Shareholders ProLogls

Under date of February 3, 2004, we reported on the consohdated balance sheets of ProLogis and
subsidiaries as of December 31, 2003 and 2002, and the related consolidated statements of earnings,
shareholders’ equity and comprehensive income, and cash flows for each of the years in the two-year period
ended December 31, 2003. In connection with our audits of the aforementioned consolidated financial
statements, we"also audited the related 2003 supplemental Schedule IIT — Real Estate and Accumulated
Depreciation (Schedule II1). Schedule I11 is the responsibility of ProLogis’ managcment Our responsibility
is to express an opinion on Schedule III based on our audits.

- In our opinion, supplemental Schedule III — Real Estate and Accumulated Depreciation, when
considered in'relation to the 2003 and 2002 basic consolidated finaricial statements taken as a whole, presents
fairly, in all material respects, the 2003 and 2002 information set forth therein.

. KPMG LLP

San Diego, California
February 3, 2004
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PROLOGIS
SCHEDULE III — REAL ESTATE AND ACCUMULATED DEPRECIATION — (Continued)

Reconciliation of real estate assets per Schedule III to ProLogis’ Consolidated Balance Sheet as of
December 31, 2003 (in thousands of U.S. dollars):

Total per Schedule IIT ... . ... ... .o $5,784,539
Capitalized preacquisition COStS .. ... ..ttt e e 69,508(t)
Total per Consolidated Balance Sheet............. . ... ... . ... ....... $5,854,047 (u)

The aggregate cost of ProLogis’ real estate assets for federal income tax purposes was approximately
$5,669,055,133.

The depreciable portions of ProLogis’ real estate assets are depreciated on a straight-line basis over their
useful lives. These useful lives are generally seven years for capital improvements, 10 years for tenant
improvements, 30 years for acquired properties and 40 years for properties under development. ProLogis
does not depreciate properties that have been developed or acquired in the CDFS business segment
during the period from the completion of development or date of acquisition to their contribution or sale.
See “Item 1. Business — ProLogis’ Operating Segments — CDFS Business.”

Total operating properties include 119 properties developed or acquired in the CDFS business segment
aggregating 20.4 million square feet at an aggregate investment of $928.3 million. See “Item 1.
Business — ProLogis’ Operating Segments — CDFS Business.”

Properties with an aggregate undepreciated cost of $354,987,000 secure $200,000,000 of mortgage notes.
See Note 5.

Properties with an aggregate undepreciated cost of $223,987,000 secure $141,659,000 of mortgage notes.
See Note 5.

Properties with an aggregate undepreciated cost of $360,039,000 secure $146,389,000 of mortgage notes.
See Note 3.

Properties with an aggregate undepreciated cost of $60,986,000 secure $18,612,000 of securitized debt.

In this park, ProLogis owns 60,000 square feet, representing 16% of one building. The remaining portion
of the building is owned by ProLogis North American Properties Fund V.

With respect to one building, ProLogis owns 159,000 square feet, representing 50% of the building. The
remaining portion of the building is owned by ProLogis North American Properties Fund V.

With respect to one building, ProLogis owns 32,000 square feet representing 28% of the building. The
remaining portion of the building is owned by ProLogis North American Properties Fund V.

Properties with an aggregate undepreciated cost of $243,207,000 relate to $7,753,000 of assessment
bonds. See Note 3.

(m) In this park, ProLogis owns 45,000 square feet, representing 38% of one building. The remaining portion

(n)

(0)

(p)

of the building is owned by ProLogis North American Properties Fund V.

Represents one property with 661,000 square feet at an investment of $21,760,000 that was previously
presented under the equity method in the temperature-controlled distribution segment. See Notes 2, 4
and 10. ‘

Represents one property with 82,000 square feet at an investment of $1,930,000 that was previously
presented under the equity method in the temperature-controlled distribution segment. See Notes 2, 4
and 10. -

Represents one property with 177,000 square feet at an investment of $13,093,000 that was previously
presented under the equity method in the temperature-controlled distribution segment. See Notes 2, 4
and 10.

170




PROLOGIS
SCHEDULE IIl — REAL ESTATE AND ACCUMULATED DEPRECIATION — (Continued)

(q) All properties under development are included in the CDFS business segment. See “Item 1. Business —
ProLogis’ Operating Segments — CDFS Business.”

(r) All of the land held for future developmént is included in the CDFS business segment. See “Item 1.
Business — ProLogis” Operating Segments — CDFS Business.”

(s) Includes 18 acres of land that at an investment of $0.2 million that were previously presented under the
equity method in the temperature-controlled segment. See Notes 2, 4 and 10.

(t) Other investments include: (i) earnest money deposits associated with potential acquisitions; (ii) costs
incurred during the pre-acquisition due diligence process; and (iii) costs incurred during the pre-
construction phase related to future development projects.

(u) A summary of activity for ProLogis’ real estate assets and accumulated depreciation for the three years
ended December 31, 2003, 2002 and 2001 is as follows (in thousands of U.S. dollars):
, , Years Ended December 31,
2003 - 2002 . ) 2001

Real estate assets: .
Balances beginning of year ............ .. ... ...... $5,395,527  $4,588,193  $4,689,492

Acquisitions of land and operating properties,
development completions and improvements to . ‘
operating properties ... .........ovveiiiiarnnn. .. 1,208,376 836,334 658,879

Dispositions of operating properties and land parcels . . (783,112) (1,000,987) (832,732)
Changes in properties under development balance. . .. 27,198 245,839 46,198
Changes in capitalized preacquisition costs balance. . . 6,058 (29,260) 26,356
‘Balances associated with changes in reporting

presentation. . . .. O — 755,408 —
Balances at end of year......... e $5,854,047  $5,395,527  $4,588,193

Accumulated depreciation:

Balances at beginning of vear..................... $ 712,319 § 574871 $§ 476,982
Depreciation expense .. .............. R 142,022 131,132 120,899
Balances retired upon dispositions of operating

Properties. .. ... e (7,120) (4,426) (23,010)
Balances associated with changes in reporting ' '

Presentation. .. ...ovu it e — 10,742 -—
Balances atend of year ................... D $ 847221 § 712,319 § 574871
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: March 8, 2004

PROLOGIS

By: /s/ K. DANE BROOKSHER

K. Dane Brooksher

Chairman and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature

/s/ K. DANE BROOKSHER

K. Dane Brooksher

/s/- IRVING F. LYONS, II1I

Irving F. Lyons, 111

/s/ WALTER C. RAKOWICH

Walter C. Rakowich

/s/ LUKE A. LANDS

Luke A. Lands

/s/  SHARI J. JONES

Shari J. Jones

/s/ STEPHEN L. FEINBERG

Stephen L. Feinberg

/s/ GEORGE L. FOTIADES

George L. Fotiades

/s/ DONALD P. JACOBS

Donald P. Jacobs

/s/ NEELIE KROES

Neelie Kroes

/s/ KENNETH N. STENSBY

Kenneth N. Stensby

Title

Chairman, Chief Executive Officer and
Trustee

Vice Chairman, Chief Investment
Officer and Trustee

Managing Director and Chief Financial
Officer (Principal Financial Officer)
Senior Vice President and Controller
First Vice President (Principal
Accounting Officer)

Trustee

Trustee

Trustee

Trustee

Trustee
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Date

March 8, 2004

March 8, 2004

March 8, 2004

March 8, 2004

March 8, 2004

March 8, 2004

March 8, 2004

March 8, 2004

March 8, 2004

March 8, 2004




Signature

/s/ _D. MICHAEL STEUERT

D. Michael Steuert

/s/__J. ANDRE TEIXEIRA

J. André Teixeira

/s/ WILLIAM D. ZOLLARS

William D. Zollars

Title

Trustee

Trustee

Trustee
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Date

March 8, 2004

March 8, 2004

March 8, 2004




INDEX TO EXHIBITS

Certain of the following documents are filed herewith. Certain other of the following documents have
been previously filed with the Securities and Exchange Commission and, pursuant to Rule 12b-32, are
incorporated herein by reference.

Exhibit
Number Description
31 — Articles of Amendment and Restatement of Declaration of Trust of ProLogis

(incorporated by reference to exhibit 4.1 to ProLogis’ quarterly report on Form 10-Q
for the quarter ended June 30, 1999). '

32 — Amended and Restated Bylaws of ProLogis (incorporated by reference to exhibit 3.2 to
ProLogis’ quarterly report on Form 10-Q for the quarter ended June 30, 1999).

3.3 — Articles Supplementary Classifying and Designating the Series F Cumulative
Redeemable Preferred Shares of Beneficial Interest (incorporated by reference
exhibit 4.2 to ProLogis’ Form 8-K dated December 24, 2003).

3.4 — Articles Supplementary Classifying and Designating the Series G Cumulative
Redeemable Preferred Shares of Beneficial Interest (incorporated by reference
exhibit 4.3 to ProLogis’ Form 8-K dated December 24, 2003).

4.1 — Form of share certificate for Common Shares of Beneficial Interest of ProLogis
(incorporated by reference to exhibit 4.4 to ProLogis’ registration statement
No. 33-73382).

4.2 — ProLogis Trust Employee Share Purchase Plan, as amended and restated (incorporated
by reference to Exhibit 4.27 to ProLogis’ Form S-8, dated September 27, 2001.

43 — 8.72% Note due March 1, 2009 (incorporated by reference to exhibit 4.7 to ProLogis’
Form 10-K for the year ended December 31, 1994),

44 — Form of share certificate for Series C Cumulative Redeemable Preferred Shares of

Beneficial Interest of ProLogis (incorporated by reference to exhibit 4.8 to ProLogis’
Form 10-K for the year ended December 31, 1996).

4.5 — 9.34% Note due March 1, 2015 (incorporated by reference to exhibit 4.8 to ProLogis’
Form 10-K for the year ended December 31, 1994).

4.6 — 7.875% Note due May 15, 2009 (incorporated by reference to exhibit 4.4 to ProLogis’
Form §-K dated May 9, 1995).

4.7 — 7.95% Note due May 15, 2008 (incorporated by reference to exhibit 4.2 to ProLogis’
Form 10-Q for the quarter ended June 30, 1996).

4.8 — 8.65% Note due May 15, 2016 (incorporated by reference to exhibit 4.3 to ProLogis’
Form 10-Q for the quarter ended June 30, 1996).

4.9 — 7.81% Medium-Term Notes, Series A, due February 1, 2015 (incorporated by
reference to exhibit 4.17 to ProLogis’ Form 10-K for the year ended December 31,
1996).

4.10 — Indenture, dated as of March 1, 1995, between ProLogis and State Street Bank and

Trust Company, as Trustee (incorporated by reference to exhibit 4.9 to ProLogis’
Form 10-K for the year ended December 31, 1994).

4.11 — Collateral Trust Indenture, dated as of July 22, 1993, between Krauss/Schwartz
Properties, Ltd. and NationsBank of Virginia, N.A., as Trustee (incorporated by
reference to exhibit 4.10 to ProLogis’ Form 10-K for the year ended December 31,
1994).
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Exhibit
Number o Description
412 — First Supplement Collateral Trust Indenture, dated as of October 28, 1994, among
; ProLogis Limited Partnership-IV, Krauss/Schwartz Properties, Ltd., and NationsBank
. of Virginia, N.A., as Trustee (incorporated by reference to exhibit 10.6 to ProLogis’
Form 10-Q for the quarter ended September 30, 1994). .

413 — 7.625% Note due July 1, 2017 (incorporated by reference to exhibit 4 to ProLogis’
' Form 8-K dated July 11, 1997).
4.14 — Form of 7.05% Promissory Note due July 15, 2006 (incorporated by reference to
exhibit 4.24 to ProLogis’ Form 10-K for the year ended December 31, 1999).
415 © — Form of 6.70% Promissory Note due April 15, 2004 (incorporated by reference to
- exhibit 4.26 to ProLogis’ Form 10-K for the year ended December 31, 1999).
416 - — Form of 7.10% Promissory Note due April 15, 2008 (incorporated by reference to
exhibit 4.27 to ProLogis’ Form 10-K for the year ended December 31, 1999).
417 | — Form of 5.50% Promissory Note due March 1, 2013 (incorporated by reference to
exhibit 4.26 to ProLogis’ Form 10- K for the year ended.December 31, 2002).
418 ~ — Form of share certificate for Series F Cumulative Redeemable Preferred Shares of

Beneficial Interest of ProLogis (incorporated by reference to exhibit 4.1 to ProLogis’
Form 8-K dated November 26, 2003).

4.19 — Form of share certificate for Series G Cumulative Redeemable Preferred Shares of
~ Beneficial Interest of ProLogis (incorporated by reference to exhibit 4.1 to ProLogis’
Form 8-K dated December 24, 2003).

10.1 — Agreement of Limited Partnership of ProLogis Limited Partnership-1, dated as of
December 22, 1993, by and-among ProLogis, as general partner, and the limited
partners set forth therein (incorporated by reference to: cxhlblt 10.4 to ProLogis’
Registration Statement No. 33-73382).

10.2 — Amended and Restated Agreemcnt of Limited Partnership of ProLogis Limited
Partnership-11, dated as of February 15, 1994, among ProLogis as general partner, and
the limited partners set forth therein (incorporated by reference to exhlblt 10.12 to
ProLogis” Registration Statement No. 33-78080).

10.3 — Form of Indemnification Agreement entered into between ProLogis and its Trustees
and executive officers (incorporated by reference to exhibit 10.16 to ProLogls
Registration Statement No. 33-73382).

10.4 — Indemnification Agreement between ProLogis and each of its independent Trustees
" (incorporated by reference to exhlblt 10. 16 t6 ProLogls Form 10-K for the year ended
December 31, 1995).

10.5 — Declaration of Trust for the benefit of ProLogis’ independent Trustees (incorporated by
reference to exhibit 10 17 to ProLogis’ Form 10-K for the year ended December 31,
1995).

10.6 — Share Option Plan for Outside Trustees (as Amended and Restated Effective

September 26, 2002) (incorporated by reference to exhibit 10. 2 to ProLogis’
Form 8-K dated February 19, 2003).

10.7 — 1999 Dividend Reinvestment and Share Purchase Plan (incorporated by reference to
the Prospectus contained in Registration Statement No. 333-102166).
10.8 — Amended and Restated Agreement of Limited Partnership of ProLogis Limited

Partnership-111, dated as of Octobér 28, 1994, by and among ProLogis, as general
partner, and the limited partners set forth therein (incorporated by reference to
exhibit 10.3 to ProLogis’ Form 10-Q for the quarter ended September 30, 1994).
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Exhibit

Number Description

10.9 — Amended and Restated Agreement of Limited Partnership of ProLogis Limited
Partnership-1V, dated as of October 28, 1994, by and among ProLogis IV, Inc., as
general partner, and the limited partners set forth therein (incorporated by reference to
exhibit 10.4 to ProLogis’ Form 10-Q for the quarter ended September 30, 1994),

10.10 — Loan Agreement, dated as of December 23, 1998, between ProLogis and Connecticut
General Life Insurance Company (incorporated by reference to exhibit 10.19 to
ProLogis’ Form 10-K for the year ended December 31, 1998).

10.11 — Amended and Restated Loan Administration Agreement between The Prudential
Insurance Company of America and Meridian, IndTennco Limited Partnership, Metro-
Sierra Limited Partnership, and Progress Center/Alabama Limited Partnership, dated
as of February 23, 1996 (incorporated by reference to exhibit 10.24 to Meridian’s
Form 10-K for the year ended December 31, 1996).

10.12 — Note Purchase Agreement among Meridian and The Travelers Insurance Company
(I/N/TRAL & CO.), United Services Automobile Association (I/N/O SALKELD &
CO.), The Variable Annuity Life Insurance Company, The United States Life
Insurance Company in the City of New York, All American Life Insurance Company,
The OId Line Life Insurance Company of America, The Lincoln National Life
Insurance Company, Lincoln Life & Annuity Company of New York, First Penn-
Pacific Life Insurance Company (I/N/O CUDD & CO), Lincoln National Health &
Casualty Insurance Company, Allied Life Insurance Company “B” (I/N/O
GERLACH & CO), sons of Norway (I/N/O VAR & CO), Aid Association for
Lutherans (I/N/O NIMER & CO), Metropolitan Life Insurance Company, National
Life Insurance Company, Life Insurance Company of the Southwest, Keyport Life
Insurance Company (I/N/O BOST & CO), Union Central Life Insurance Company
(I/N/O HARE & CO), and Pan-American Life Insurance Company, dated
November 135, 1997 (incorporated by reference to exhibit 10.66 to Meridian’s
Form 10-K for the year ended December 31, 1997).

10.13 — Mortgage Noted dated as of March 29, 1999 between ProLogis Trust and Pro-
Industrial Funding Company, Inc. (incorporated by reference to exhibit 10.1 to
ProLogis’ Form 8-K dated May 17, 1999).

10.14 — Agreement of Limited Partnership of Meridian Realty Partners, L.P. (incorporated by
reference to exhibit 99.1 to ProLogis’ Registration Statement No. 333-86081).
10.15 — ProLogis Trust 1997 Long-Term Incentive Plan (as Amended and Restated Effective

as of September 26, 2002 (incorporated by reference to exhibit 10.1 to ProLogis’
Form 8-K dated February 19, 2003).

10.16 — Form of Executive Protection Agreements entered into between ProLogis and K. Dane
Brooksher and Irving F. Lyons 111, dated as of June 24, 1999. (incorporated by
reference to exhibit 10.25 to ProLogis’ Form 10-K for the year ended December 31,
1999).

10.17 — Form of Executive Protection Agreements entered into between ProLogis and
Walter C. Rakowich, Jeffrey H. Schwartz, Robert J. Watson and John W. Seiple,
dated as of June 24, 1999 (incorporated by reference to exhibit 10.26 to ProLogis’
Form 10-K for the year ended December 31, 1999).

10.18 — Stabilized Property Contribution Agreement, dated September 15, 1999, between
ProLogis Management S.a.r.l., ProLogis Developments S.a.r.l., ProLogis France
Developments, Inc., Kingspark Holding S.A. and ProLogis (incorporated by reference
to exhibit 10.29 to ProLogis’ Form 10-K/A#1 for the year ended December 31, 2001,




Exhibit
Number

10.19

10.20

10.21

12.1

12.2

211
23.1
232
233
234
235
31.1
31.2
32.1

32.2

99.1

99.2

99.3

99.4

99.5

99.6

99.7

Description

— Form of Amendment to executive Protection Agreement entered into between ProLogis
and certain. of its officers, dated as of March 31, 2003 (incorporated by reference to
exhibit 10.1 to ProLogis’ Form 8-K dated April 4, 2003).

.~ — Amended and Restated Special Equity Agreement between ProLogis and K. Dane

Brooksher, dated as of March 5, 2003 (incorporated by reference to exhibit 10.28 to
ProLogis’ Form 10-K for the year ended December 31, 2002).

— Special Equity Agreement between ProLogis and Irving F. Lyons IT1, dated as of
March 5, 2003 (incorporated by reference to exhibit 10.29 to ProLogis’ Form 10-K for
the year ended December 31, 2002).

— Statement re: Computation of Ratio of Earnings to Fixed Charges.

— Statement re: Computation of Ratio of Earnings to Combined Fixed Charges and
Preferred Share Dividends.

— Subsidiaries of ProLogis.

— Consent of KPMG LLP — Stockholm, Sweden.
— Report of KPMG LLP — Stockholm, Sweden.

— Consent of KPMG LLP — New York, New York.
— Report of KPMG LLP — New York, New York.
— Consent of KPMG LLP — San Diego, California.
— Certification of Chief Executive Officer

— Certification of Chief Financial Officer.

— Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

— Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

— Limited Liability Company Agreement of CSI/Frigo LLC dated as of January 2, 2001
(incorporated by reference to exhibit 99.5 to ProLogis” Form 10-K/A#1 for the year
ended December 31, 2000).

— Promissory Note from CSI/Frigo LLC dated January 5, 2001 (incorporated by
reference to exhibit 99.6 to ProLogis” Form 10-K/A#1 for the year ended
December 31, 2000).

— Promissory Note from K. Dane Brooksher dated July 18, 2000 to GoProLogis
Incorporated (incorporated by reference to exhibit 99.8 to ProLogis’ Form 10-K/A#1
for the year ended December 31, 2000).

— Option agreement dated July 18, 2000 among GoPrologis Incorporated, K. Dane
Brooksher and ProLogis (incorporated by reference to exhibit 99.9 to ProLogis’
Form 10-K/A#1 for the year ended December 31, 2000).

— Promissory Note from K. Dane Brooksher dated September 20, 2000 to ProLogis
Broadband(1) Incorporated (incorporated by reference to exhibit 99.10 to ProLogis’
Form 10-K/A#1 for the year ended December 31, 2000).

— Promissory Note from K. Dane Brooksher dated January 4, 2001 to ProLogis
Broadband(1) Incorporated (incorporated by reference to exhibit 99.11 to ProLogis’
Form 10-K/A#1 for the year ended December 31, 2000).

-— Option Agreement dated September 20, 2000 among ProLogis Broadband(1)
Incorporated, K. Dane Brooksher and ProLogis (incorporated by reference to exhibit
99.12 to ProLogis’ Form 10-K/A#1 for the year ended December 31, 2000).
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Exhibit
Number

99.8

99.9

Description

— Purchase and Sale Agreement dated October 23, 2002, between CSI1/Frigo LLC and
ProLogis (incorporated by reference to exhibit 99.14 to ProLogis’ Form 10-K for the

year ended December 31, 2002).

— Promissory Note from CSI/Frigo LLC dated October 23, 2002 (incorporated by
reference to exhibit 99.15 to ProLogis’ Form 10-K for the year ended December 31,
2002).
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